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Joy to the wallet. 



On all new Accord models 

(for weI 卜 qualified buyers) 

Accord owners often come back and buy another Accord. In fact, Accord 
owners are more loyal than owners of any other mid-sized car f And at this time 
of year, Honda dealers inspire even more loyalty with great holiday pricing. 

Hey, you have your favorite holiday traditions, 
and we have ours. 



Happy Honda Days 


ShopHonda.com 


* bailable on approved credit through American Honda Finance Corp.. 1.9% APR tor 24-36 months on all new and unregistered 2009 and 2010 Honda Accord models through 
Jgnuarv 2010, for well-qualified buyers. Not all buyers will qualify. Higher financing rates apply for buyers with lower credit ratings, Example for Accord LX Sedan (per$1,t)00 
financed and for 1.9% APR): 24 months Nnancing at S42 50/rnonth or 36 months financing at $28.60/month. Dealers set actual vehicle sales price. Set? participating dealers 
for details. tAcoording to Polk statistics for the Mid. si 找 Car category in the 2008 model year. Accord ranked highest by having ttie greatest percentage of households return 
to purchase or le^se another Accord vehicle. © 2009 American Honda Motor Co., Inc. 
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LEADERSHIP 


SO LONG, FRITZ 

The rumors had been buzzing for 
weeks: Fritz Henderson’s driv¬ 
er^- seat days were numbered 
at General Motors, After all, 
Chairman Edward Wliitacre Jr., 
former boss of AT&T, seemed to 
be doing the steering, along with 
a highly independent board that 
had spurned one of Henderson’s 
key decisions. So the unceremo¬ 
nious ouster of Henderson on 
Dec, 1 wasn’t exactly a shocker. 
The newly constituted board 
apparently concluded that the 
25-year veteran was too closely 
linked to the clunky old GM to 
undertake the redesign that’s 
needed* Now the search fora 
new CEO begins, and Whitacre 
promptly told employees that 
it could take as long as a year* 


Meaiiwhile f there seem to be sn 
awful lot of hands on the wheel. 
Private equity executives on the 
board have proven vociferous, 
say insiders* And critical issues 
loom: how to repair the European 
business, burnish the brands, 
design new modeis 7 and build a 
mamgement team. 

IBWI PAGE 020“The Battle Raging 
Inside GM" 


FINANCE 


DRAMA IN DUBAI 

It was widely known that glitter-* 
ing Dubai, land of the indoor ski 
slope and the palm tree-shaped 
artificial islands’ was suffering 
financial trouble* But this much 
trouble? On Nov, 25 the emir¬ 
ate, led by Sheikh Mohammed 
bin Rashid A1 Maktoum f said it 


GM’s bosfd 
d&dded that 
Henderson was 
not the fight mao 
fora tumaroupd 


would seek a six-month halt in 
payments on $18 billion in debt 
owed by state-controlled Dubai 
World. Both the government and 
Dubai’s main financial backer, 
Abu Dhabi, studiously avoided 
pledging that they would stand 
behind company debt, even if 
the company was an arm of the 
state. That gave investors the 
shakes about all emerging mar¬ 
kets and cast a pal! over Dubai’s 
ambitions to be a regional 
financial center. After a one-day 
sell-off on world bourses, most 
recovered with ease. But stock 
indexes in the Persian Gulf re¬ 
gion dropped and stayed down, 
as did the price of United Arab 
Emirates debt securities* Hold¬ 
ers of $3.5 billion in bonds issued 
by Nakheel, a Dubai World real 
estate unit, banded together to 
resist any attempt to change the 
terms. But don’t count Dubai 
out: This cash crunch could 
prove to be a blip* 

IBWI PAGE034 “Why Dubai 
Matters" 


ECONOMICS & POLICY 


SHOPPERS DO THEIR BIT 

As might be expected with the 
U.S. economy mending but 



Maktoum: 
Dubai World 
proposed a 
six-month debt 
moratorium 
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joblessness holding north 
of 1 Ofo 7 consumers staged a 
mixed performance over the 
Black Friday weekend. The 
National Retail Federation 
reported on Sunday, Nov 】 29’ 
that more shoppers hit stores 
and Web sites than in 2008 
but spent less freely, leaving 
total outlays at $4L2bil- 
lion，slightly up from last 
year. But online-only sales 
numbers displayed some 
proper holiday cheer, rising 
on Black Friday and Cyber 
Monday by 11% and 137% 
respectively’ according to 
researchers Coremetrics and 
comScore, This early spend¬ 
ing spree might not herald a 
better holiday season: Shop¬ 
pers may have simply opted 
to amass more gifts early to 
take advantage of discounts ， 
analyst's say. (For another 
take, seepages.) 
s "Online Retailers: An Early 
Holiday Peak?" 

busmessweekcom/magazme 


EXPENSIVE ESCALATION 

President Barack Obama 7 s 

addition of30,000 troops 
to the American force in 
Afghanistan, which was 
announced on Dec. 1, will 
push the cost of the two 
post-September 11 wars past 
$1 trillion. Obama’s $30 bil¬ 
lion estimate for the surge 
in the current fiscal year 
triggered much gnashing of 
teeth among both political 
parties. Unlike in previous 
years, Congress is trying to 
account for the cost of the 
Iraq and Afghanistan wars in 
the annual budget bii】，not 
in one-off supplementary 
allocations. At least one 
Democrat suggested a spe¬ 
cial tax y while Republicans 
would like to deploy unspent 
stimulus funds. 


MODIFY THOSE LOANS! 

When the Treasury Dept, 
unveiled a voluntary, paper- 
work-heavy foreclosure pre¬ 
vention program early this 
year’ many observers scoffed 
that its offer of ii,000 a year 
to lenders that ease mort - 
gage terms would have little 
impact. And so it has proved, 
leading Treasury Assistant 
Secretary Matt Barr to 
scold recalcitrant banks on 
Nov. 30 and threaten that 
they’ll 11 suffer the conse - 
quences^ unless more loans 


LOCATION ， 

LOCATION ， 

LOCATION 


Ten cities with most expen¬ 
sive office markets, (Office 
rents, $ per square foot)* 


$184.85 

London’s 

Wes! End 

$171.64 

loner 

Central Tokyo 

$137.61 

Central 

1 Hong Kong 

$131.55 

Moscow 

$122.51 

Paris 

$121.11 

Murnbat 

$108.91 

Dubai 

$88.92 

New Delhi 

$88.66 

Luxembourg 

$87.47 

Rio de 

Janeiro 

"As of Sept. 30, 200S 

Data: CB Richard Ellis 
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Welcome to 4G. 
Laptops，prepare 

for liftoff. Get ready, America. 
The first and only wireless 4G network 
from a national carrier is arriving. 
Get amazing 3G speeds today and 
record-breaking 4G speeds tomorrow ， 
Welcome to the Now Network: 
P800-SPRINT-1 sprint.com/4G 


Free 

Sprint 3G/4G 
USB Modem U300 

For your business account. 
Requites an etigibie upgrade 
{orrtm-line adivation} an^ 
s Agreement. 


Sprint 



Get speeds up to tOx faster than 3G, tVs faster 
than any wtreloss sorvice from AT&T or Vernon. 


Average Download Speeds: ^ .3 ^_轨 jg p'o Kbps -丨 ， Mbps). “Up to IGx Faster 11 

Claim ： fed on n ⑶ m 内 1 wuif fiigt^a 4G speed? (average Actual speecte vary, 

Way require upra^ £30 aeration m/ims, credf 印 prwal and aepo?L Up to a $200 eany reftniraiJon tee/i(n& appfes. 
MolijEe Braadbantl Card Offer ； Oirer end? 1/V10[>supply Iasi Business Account: AvaibiLtelD corpQfate .1 咖 
^LStomeiis onty. Taxes and service exduLJed. No c^eh back. Hequres activation ar, the time ot purcfiase A Sprint 
Woble Bfoadteid Ca‘d data plan is necun^ ilpgrad^ -jethQ customeis m gooJ standing vvrtti iervioe on Ihe _e 
device for mom lhan 23 euiseoitive Jnorfths omrentiy activated ofi & service plan uf 339,99 0 ( higher tray be eligible See 
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festiidions apply. SeestDieoT sprht,conn lor tJe&fe ©2QCJ3 Siprint 
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are modified faster- The Treasury 
insists that the effort is on track: 
Some 650,000 borrowers have 
won temporary breaks on their 
payments—averaging $576 a 
month— though 20% of those 
haven’t filed any of the paper¬ 
work needed to receive longer- 
term help, and 37% have filed 
only partial paperwork. Some 
375’00O could get long-term re¬ 
ductions by yearend T but only if 
banks hustle, officials said. Now 
Washington is demanding daily 
reports and sending in “SWAT 
teams” to look over servicers 1 
shoulders; banks that drag their 
feet could be subject to finan¬ 
cial penalties. The number of 
homeowners who are already in 
foreclosure or at least 90 days 
past due on their loans currently 
tops 4 million. 


1_A SIZZLES 

Take a look at India, and one 
might be tempted to think the 
global downturn is done for. 
For the quarter ended Sept, 30, 
gross domestic product grew at 
a splendid and surprising 7.9% 
rate, the best since 1996. True, 
the economy had never really 
buckled t even in the midst of 


Foreclosed 
m Florida: 
The Treasury 
is pressurtfig 
lenders 


THE BUSINESSWEEK/ 
YOUGOV OPTIMISM METER 

ANGST OVER EQUIIfES 

The Optimism Meter, a propri¬ 
etary measure of sentiment and 
expectations, economic statistics, 
and market forecasts, fell to 42 on 
Dec. 1 as the 12-month outlook for 
stocks turned more negative. The 
meter has dropped from a high of 
47 on Nov. 18. Developed to track 
shifts in outlook among individuals, 
professional investors, and econo- 
mists, the meter gauges optimism 
about jobs, markets, and growth. 

'C^Jculated Lining consurtiftr polling, economic ： 
forecasts, and Imancial mdrkels data ； 

0=lowest and 100=highe$i 

DaH You Gov, Bloomberg, Busin^sW^k 


last year’s maelstrom, because 
a weli-targeted $80 billion 
stimulus kept growth rates close 
to 5%. Now, though, comes the 
tricky part. Does New Deihi, 
which has cut interest rates 
by 4.25% since October 2008 ， 
start rolling back tax cuts that 
have pushed the deficit to nearly 
12%? Or does it keep kicking the 
economy into action and risk 
having its debt downgraded to 
junk? Stay tuned. 

Q “India’s Economy Shows 

Surprising Growth” 

bus ine ssweekc om/ma gaz ine 


EASY MONEY IN JAPAN 

A mere two weeks after Bank 
offapan Governor Masaaki 
Sliimkawa warned that cheap 
credit in the wealthy nations 
risked inflating bubbles in 
emerging markets, the BOJ itself 
plumped for easier money- Why? 
The fast-climbing yen aiida new 
round of deflation threaten to 
strangle Japan^s nascent recov¬ 
ery. After an emergency meeting 
on Dec.i, the bank’s monetary 


policy board, under pressure 
from Prime Minister Yukio 
Hatoyama^ Democratic Party 

administration, said it will offer 
$115 billion in short-term loans 
to commercial banks at an inter¬ 
est rate of just accepting 
government and commercial 
bonds as collateral. The next day, 
the bank injected $11.5 billion 
into short-term money markets^ 
the first such operation in a year. 
Critics, however, wasted no time 
in lambasting the moves as too 
timid. 


TECHNOLOGY 


MOKIASUES AGAIN 

Make good handsets—and have a 
good team of lawyers handyj just 
in case* That seems to be Nokia's 
philosophy lately as the world's 
biggest cell-phone maker has 
waxed downright litigious* Sev~ o 

eral months ago it sued Apple for _ 
patent infringement. On Dec. 1 
it announced suits in Britain and 
the U. S, against 11 display manu- ^ 
factnrers for price fixing* Nokia ^ 
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Smarter business for a Smarter Planet: 


Is it possible to build a supply chain 
that delivers intelligence? 

The opportunities of an interconnected world come with a host of challenges for today's supply chains: rapid 
wage inflation，spikes in commodity prices，unpredictable currency rates. Transportation costs alone can 
fluctuate by as much as 250% per year, IBM helps companies manage cost volatility by building flexibility into 
supply chains—interconnecting everything from customers to suppliers to IT systems. Allowing businesses 
to shift workloads around the globe, adjust inventory based on changing demand and respond to currency 
fluctuations by realigning global partnerships- This kind of flexibility is helping companies in industries as 
diverse as healthcare, retail and electronics adapt to market changes and cut costs. In fact, last year, 

IBM helped build flexibility into 17 of the world’s top 25 supply chains, 1 



'Arr:nrd<njgi To ?(X39 AMR RBsearrh Supply Cha^ Top IBM, t»i& logo, ihm.rnm. Smarter Plflr^el and t! 旧 pianej ic(in gre Irademarka ol 'nlernahnnal 
Business Manniniesnnrp. 'EgislerEnl inmanyj jriEdirtionsxvorirJwirle ： .Ol!ierprndun：| arid service mamesfrugill belrademflrks^l IBM nrohBrcnmpanies. 
A [‘UfrenT I 旧 I of trademarka !s avaNabie on llie WEh 3l www, ihnn . rn rn/l ega 1/ [: ppyl^ade.shl m i , ^ irulernalinrial Business MacliiniHs Corporal ion 柳 9 
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claims it paid suspiciously high 
prices for LCD screens between 
1996 and 2006 and will seek 
undisclosed damages. The filing 
comes a year after the Justice 
Dept, fined several display mak¬ 
ers $585 million for colluding on 
prices. 


STRATEGY 


DOWN AND UP AT AIG 

There’s no rest for the weary at 
American International Group. 
On Nov. 30 a report by research 
firm Sanford C. Bernstein spot¬ 
lighted a shortfall of $11,9 billion 
in reserves at AIG’s property 
and casualty operations. That 
knocked 14% off the stock price. 
But the next day shares bounced 
partly back on the announce¬ 
ment of a plan to repay $25 billion 
of AIG’s loan from the Federal 
Reserve Bank of New York. The 


deal sets up two special-purpose 
vehicles to pave the way for an 
IPO or sale of two major life in¬ 
surance businesses^ and the bank 
will be first in line for payback 
from the proceeds* That chops 
the insurer’s credit line at the 
bank from $42billion to $17 bil¬ 
lion. All told, the governments 
assistance to the company stands 
at $1207 billion. 


THE PEACOCK MAY FLY 

It cost a bit more than General 
Electric had hoped— $800 mil¬ 
lion more, to be precise—but this 
deal appears to have cleared the 
decks for Comcast’s takeover of 
NBC Universal. On Dec. x T after 
a week’s stalemate T French tele¬ 
com giant Vivendi agreed to sell 
its 20% stake in NBC Universal 
to 80% owner GEfor $5.8 bil¬ 
lion, up from the initial offer of 
$5 billion. That should allow GE 



to merge NBCU，comprising the 
TV network, Universal Pictures, 
and a brace of cable channels, 
with Comcast’s channels in a 
complex setup that would give 
Comcast 51% control and GE 
49%* The merger could be an¬ 
nounced by Dec- 3- 


AIG CEO Robert 
Benmosche: Does 
the company have 
3 l^rge shortfall in 
reserves? 


IDEAS 


BLACK FRIDAY MAYBE LOSING SOME MAGIC 


For all the media attention focused on Black Friday ， 
there ^ new evidence that it/s getting a little gray 
for retailers, “No longer is Black Friday a single-day 
phenomenon argues Marshal Cohen, chief industry 
analyst at market researcher NPD Group. 

A new report titled “The Anatomy of Black Friday 



Black Friday: 
Discounts 
averaged 40% 


2009 厂 based on an NPD survey of l T 8oo US* consum¬ 
ers, indicates that Americans are ever more inclined 
to spread out their shopping oveT the entire holiday 
shopping season, both in stores and online. One reason 
that’s especially true this year is that big-name retail¬ 
ers, including Wal-Mart andAmazon.com, kimched 
discounts and other promotions as early as Octo¬ 
ber, But hard-core bargain hunters may be disap* 
pointed. In 2008 desperate retailers slashed prices 
up to 75% on their entire inventory，sacrificing 
profits in the process. The norm this year are 
discounts of 40%, and only on selected goodies, 
says Cohen. 

NPD identified another trend that may bring 
tidings of joy and good cheer to the nation’s be - 
leaguered retailers. Americans are showing signs 
of ^frugal fatigue.” A full 63% of those surveyed 
said they purchased something for themselves 
on Black Friday in addition to gifts for loved ones, 
with many saying they felt the need to reward 
themselves for holding back all year, 
a NPD Group 
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The biue light special is back—with 
asocial media twist—at Groupon, 
LivingSocial, and BuyWitliMe^ a new 
breed of e-tailer that uses collective 
buying power to get steep discounts 
from local merchants. Retailers in New 
York ， Chicago, Atlanta, and other cities 
are signing up with the sites to offer 
discounts of up to 90% on items. The 
catch: Each markdown is activated 
only after a number of consumers 
commit to purchasing. The stores set 
that threshold t sending those who buy 
online a printable coupon to bring to 
the store. 

To create a sense of urgency, the sites 


put up limited-time offers daily, using 
Twitter and e-mail to stoke demand 
among their members* “They 
stumbled on a value proposition that’s 
appealing^ says Sucharita Mulpuru, an 
analyst at Forrester Research. Grou- 
pon, with 1,5 million members, is the 
most popular of the new services* After 
launching in Chicago a year ago, it has 
expanded to 45 cities. By nowit has 
sold 855,000 items, it claims, at a col¬ 
lective discount of $37 million. 

For merchants, the appeal of such 
sites is straightforward. In October, 
Balani Custom Clothiers, a small Chi¬ 
cago outlet, offered a $225 gift certifi¬ 


cate for $95 on Groupon. The site sold 
850 of them that day, a number equal 
to the customers Balani would attract 
in a year and a haif，says shop owner 
Sonny Balani. “We’re slammed now，” 
he says. “Thai is to say, happily busy.” 

Such group shopping may be a bright 
spot in what^s expected to be a somber 
holiday season，online and off. Web 
tracker ComScore expects 3% growth in 
online sales this holiday season. That’s 
better than last year’s 3% decline but 
anemic compared with the 22% average 
growth of the three prior years. 

Andrew Mason, Groupon^ founder ， 
expects his sales to top $100 million 
in the next year* The question (think 
eBay): Will this latest twist on e-com- 
merce fade once the novelty wears off? 
-Heather Green 




THE BUSINESSWEEK 




BTW 




EDITED BY DEBORAH STEAD 




COAXING SHOPPERS 
OF A FEATHER 
TO FLOCK TOGETHER 
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WHEN BOSSES AREN’T READY 


How key is a good boss? A new study suggests a decline 
in qualified managers is detectable in productivity fig¬ 
ures- Using “a bit of theory and a bit of data, Dartmouth 
economics professor James Feyrer looked anew at the 
drop in productivity growth from the 1970s to the mid- 
1990s—a time when U.S. output per hour grew roughly 
1.5% a year ， vs, 3% in the 1960s (and now)* One idea 
about the falloff is that it coincided with a flood of nov¬ 
ice employees, as baby boomers went to work. Believ¬ 
ing this alone wouldn’t explain it, Feyrer searched fora 
“spillover effect” 一 and found it in management- Census 
data from the period showed a rise in workers classified 
as managers and a dip in managers’ median age—from 
43 in 1970 to 38 by 1980. Feyrer hypothesizes that the 
need for more managers, given the boomer influx t had 
businesses tapping some who weren’t ready* Managers J 
median age was back up by 2000 (to 42), he notes, along 
with productivity growth. The ^management effect，” he 
says，accounts for about 20% of the observed slowdown. 


ANIMAL RIGHTS_ 

IN THE CITY OF LIGHTS 


In their campaign to ban foie gras, European 
animal-rights groups axe bringing their fight to 
France, which accounts for 75% of the liver deli¬ 
cacy^ global output. Activists plan a rally in Paris 
on Dec* 12 to urge their countrymen to forgo foie 
grasj a popular item at holiday feasts. On Nov* 27 
two of the groups released a survey by pollster 
CSA that found 44% of the French favored a ban 
on traditional foie gras production, which involves 
force-feeding ducks and geese to enlarge their 
livers to at least four times normal size* “We were 
pleasantly surprised” by the poii’s results, says a 
spokeswoman for one group, L214, which takes its 
name from a French law on treatment of animals, 
British department store group Selfridges 
recently agreed to stop selling foie gras after being 
targeted by protests led by former James Bond actor 
Roger Moore T who has called foie gras “torture in a 
tin.” Netherlands activists have pressured such hotel 
groups as Movenpick and Carlton to stop serving 
the delicacy at Dutch locations. But in France, where 
foie gras is a $2.5 billion business, such groups face 
an uphill battle. The French eat 18,500 tons a year. 
And while 63% of those polled agreed force-feeding 
was source of suffering/ 7 oniy 19% said they T d 
refuse to buy foie gms. - Carol Matlack in Paris 
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TOYOTA 

toyota.com/beyondcars 





on the environment is to have as little impact as possible. It's why we have a zero emissions vision 
for our vehicles, not to mention a drive towards zero waste in all our plants. In fact, we spend 
$23 million every day researching future technologies. Can a car company help improve the 
environment? Why not? To us, it's all part of the big picture* 
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BUSINESS OUTLOOK JAMES C. COOPER 


CONSUMERS ARE OPENING THEIR WALLETS AGiUN 

Despite weak labor markets, heavy debt, and low confidence ， U.S. households have 
already begun to spend, especially on services 



American consumers have always been a resilient bunch in the face of adversity, 
but last year was just too much to handle. They can be excused for bailing out 
amid $4 gasoline，plummeting home prices, and fears of another Great Depres¬ 
sion. A year later ， however, households are once again doing what they do best. 
They are spending—cautiously, but with enough punch to keep the economy 
moving forward. 

The road ahead for consumers will be hard, yet the recent 
upturn m their spending is both encouraging and surprising. 

Outlays adjusted for inflation and excluding autos grew at a 2.6% 
annual rate from May through October. That’s not too shabby 
considering weak labor markets^ bombed-out household balance 
sheets, and damaged confidence, Pius T given solid gains in both 
September and October, non-auto outlays are on track to rise 
faster this quarter than they did last quarter. 

The momentum is most evident in spending for services, 
which account for two-thirds of all consumer outlays. Over the 
past three months ， inflation-adjusted spending on everything 
from housing to health care to recreation has grown at the fast¬ 
est pace in more than two years. Asa result, despite the sharp 
drop-off in car sales as the cash- for - clunkers program ended, 
overall consumer spending this quarter is set to contribute 
positively to economic growth for the second quarter in a row, 
something that seemed doubtful only a couple of months ago. 

The key factor accounting for the resilience: fob losses are diminishing, ai- 
lowing income from wages and salaries to stabilize, while non-wage earnings 
from rents, assets, and small proprietorships have grown. The governments 
October report on personal income included significant upward revisions from 
April through September. The numbers now show overall income rose at a 3.3% 



of small 
business 


proprietors 
from May 
to October, 
the fastest 
since 2006 

Data: Cornmerce 
Dept 


annual rate in the second quarter and 
1.3% in the third, up sharply from the 
originally reported 0*6% and -0*5%, 
respectively including a sizable up¬ 
ward refiguring of labor income. 

The healthier picture of households 
also includes greater savings. Over the 
past three months’ consumers saved 
an average of 4*3% of their aftertax 
income, more than a percentage point 
higher than previous data had shown 
and up from a record low l%a year and 
a half ago* At the same time, the stock 
market rally and the stabilization in 
home prices suggests that households 
have now regained about a third of the 


$14 triilion in net worth they had lost 
since the third quarter of 2007. 

These trends show that^ despite 
still-heavy debt, consumers are mak¬ 
ing at least slow progress in repairing 
their financiai positions. Moveover, 
balance-sheet repair is not prevent¬ 
ing consumers from contributing to 
the recovery* In fact, the pickup in 
non-auto spending in recent months 
has occurred even as the volume of 
househoid revolving credit has shmek 
at 沒 bout 辽 10% annual rate* 

Consumer spending will stay on 
track only with help from the job mar¬ 
kets, and the recent trend in weekly 


jobless claims looks hopefui. New 
claims dipped to 466,000 on Nov. 21, 
the fewest in more than a year and a 
level, if sustained, that is consistent 
with stronger payrolls. 

The rapid shrinkage in claims is also 
consistent with the pattern seen in 
strong economic recoveries, accord¬ 
ing to economists at JPMorgan Chase. 
They note that the fall in claims is 
tracking the pace of decline seen in the 
strong rebounds following the 1973-74 
and 1981-82 recessions，compared with 
the much more gradual decreases after 
the 1990 -91 and 2001 recessions. 

One ingredient still missing from 
a better consumer outlook is stron¬ 
ger faith in the future* That will 
depend on more jobs. With October 
unemployment at 10.2% T consumer 
confidence in November, while off its 
record lo w, remains close to its nadir 
in the 1990-91 recession. For now’ 
though, the data show that working 
families are already feeling better 
about lifting their spending, and that 
could be welcome news for retailers 
this holiday season. 1 bwi 

SPENDING IS PICKING UP 
EVEN AS DEBT SHRINKS 


PERCENT, SIX-MONTH CHANGE, ANNUAL RATE 

12 --- - 



m OS & 9 OCT, 

Data: Bureau of Economic Analysis, Federal 
Resetve, IHS Global Insight 
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Re_is a commitment. To supplying water, energy and infrastructure 
for a sustainable future. It is an attitude.That of 35^000 people 
in 35 countries who believe innovation is the only way 
to advance and contribute to everyone —s progress. 


But Re_ is above all an invitation. To start doing the thousands 
of things we need to do together. And to do so now* 

If you want to know what we are doing, visit re.acciona.com 
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RBC Capital Markets® 


Consistency. 

It’s all in our approach. 


For over 100 years, consistency has been an essential part of our approach. If s 
how we’ve generated an average ROE of 23% over the past five years，one of the 
steadiest returns in our industry. 

Consistency is at the center of how we manage risk, deploy capital, and create 
opportunity for clients. It’s what makes RBC Capital Markets a premier investment 
bank, active on over 90 exchanges ， markets, and electronic trading platforms 
around the globe. 

Our approach is all part of the strength and stability of Royal Bank of Canada. 


It’s time. Put our consistency to work. 


www.rbccm.com 

Commodities - Credit - Debt - Equity ■ Foreign Exchange - Investment Banking 


Royal Bank of Canada Supplementary Financial Information ： 2004 to 2008. This advertisement is for informational purposes. RBC Capital Markets is the global 
brand name for the capital markets business of Royal Bank of Canada and its affiliates, including RBC Capital Markets Corporation (FINRA, NYSE and SI PC )； RBC 
Dominion Securities Inc. (I I ROC and CIPF) and Royal Bank of Canada Europe Limited (authorized and regulated by FSA). ® Rcgi stored trademark of Royal Bank of 
Canada. Used under license. © Copyright 2009. All rights reserved. 



THE BUSINESSWEEK 


NUMBERS 


IS THE CORPORATE 
CREDIT CRISIS OVER? 


by Tara Kalwarski/Charls by David Foster 

Companies have issued more than $2.8 trillion in bonds this year ， 
a clear sign credit conditions have eased. And as risk has fallen T 
banks are again willing to do business with each other. But credit is 
still contracting for consumers, albeit at a moderating pace. 


Personal Debt Drops: 

Nonmortgage consumer debt has 
dropped by $126 billion since 2008. 


TRILLIONS OF DOLLARS 



07 08 09 

Data: Federal Reserve * Seasonally adju^tid 


Scary Consumers: The number of banks willing to lend 
to consumers is still shrinking. 


10 PERCENT 



07 oa 09 

Data ： Federal Reserve "Cornpared with Ihr 掷 months ： earlier 


Lower Risk Levels: The perceived risk of bank-to-bank 
borrowing has fallen to pre-crisis levels* 


5 喊抑 



'Cateulartfid by subtracting the yield on thft thrtje-month U S. Treasury bill fronn the 
Ihres^rnonlh Loridon Interbank Offered Rate (Ihft rate art which hanks lend td one another) 
Data: Bloom be rq 


BUSINESS BORROWING COMES ROARING BACK 

Worldwide, businesses have so far issued 40% more debt in 2009 than they 
did in all of 2008+ But issuance by li + S. companies is up only 1 8%. 

eiLLlONS OF DOLLARS 

1_ 醒 - - - —— 

TOTAL CORPORATE BOND ISSUANCE* 



Dal a: Dealogi^ # 12-week sum; includes investment-grade and higK-yield debt 
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You may not see why you need 
environmental liability coverage. 

That’s the point. 

Zurich HelpPoint is here when you need more than just insurance. Because we 
understand that no business is immune to the possibility of an environmental 
liability - whether ifs one that accidentally happens under your watch or from a 
pre-existing problem, the cleanup can be costly. This is why Zurich's team 
of environmental underwriters, claims specialists, risk engineers and lawyers have 
been successful at helping businesses identify and minimize their risks for 
more than 17 years. We know you don't have to see signs of toxins to already 

be exposed to them. And that's the point. 

Visit zurichna.com/hiddenrisks to view the Zurich whitepaper and Webinar. 

Here to help your world. 

In the United States, coverages are underwritien by member companies of Zurich in Norih America, including Zurich American Insurance Company. Certain coverages not available in all states. 

Some coverages may be written on a nor-admitted basis through licensed surplus lines brokers. Risk engineering services are provided by Zurich Services Corporation. 


❷ ZURICH 

Because change happen^ 
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SUSAN LYNE 
ON GILTCOIVTS 
PLEASURES AND 
PRESSURES 


Black Friday, Cyber Monday, Those 
days go mostly unnoticed at Gilt 
Groupe’ the two-year-old online 
luxury retailer. The Great Recession has 
worn down much of the fashion world, 
but Gilt seems to have figured out how 
to sell designer clothes and other liigh- 
end items despite all the wary shop¬ 
pers out there. It creates an Illusion of 
exclusivity: Shoppers have to become 
members (though there no charge to 
do so)* It doesn T t make us feel too guilty 
since mast items are discounted by 
about 60%. Giit plays to our impulsive, 
thrill-seeking selves by putting up new 
enticements every day, preciseiy at 
noon, and taking them down 36 hours 
later. The privately held company says 
its main business, womens apparel^ is 
profitable. Susan Lyne became chief 
execut ive a year ago after running ABC 
Entertainment and Martha Stewart 
Living Omnimedia. She spoke with 
Bloomberg Business Week Associate 
Editor Susan Berfield about retail— 
online and off—and Gilt f s future. 

SUSAN BERFIELD 

Bloomberg reported on Dec. 1 that 
despite a strong Cyber Monday, the 
outlook for re tail spending is dis- 
coumgmg* What 7 s your view? 


SUSAN LYNE 

I think it’s a tale of two cities. Offline 
retail Is going to still struggle. Yes ， 
consumers went for the incredible 
deals, but not much else. Untii people 
are truly comfortable that the economy 
is on a real upswing their purchasing is 
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going to be significantly restrained. But 
e-commerce is the beneficiary. One 
reason is that you can do comparison 
shopping. People feel more comfort— 
able that what they are buying they are 
buying at a good price. At Gilt, people 
who would be deepiy uncomfortable 
spending full price feel like they've 
saved money, not spent money. There 
is a psychological lift. And there is 
pent-up demand. I think people want 
to shop- It makes us feel better. 

You joined Gilt in September 2008 
just as the economy started to fall 
apart. What happened ot Gilt? 

People kept buying. We never had a 
day where I could say, “Oh my Godj 
they’re not buying because they axe 
afraid they are going to lose their jobs ， 
they are impacted by the downturn.” 
What I realized is that shopping is 
more than a necessity. It’s something 
that gives people genuine pleasure. 

Our growth didn't begin when the 
market turned down. I joined Gilt 
because it was in hypergrowth* The 
model works no matter what. 



1 Gilt.com 
fashion shoot: 
The company 
works with G5D 
deferent brands 


How much influence do you have 
with those brands? 

We have an enormous amount of data 
about 0111 customers. We know not 
only what you buy T we know every sale 
you visited, every item you clicked on, 
anything you tried to add to your cart, 
anything you wait-listed. We give al! 
this information to the brands. And we 


deals. The first will be available in the 
first quarter of 2010. 

Whom have you signed deals with? 

I can’t say. 

Doesn’t Gilt operate more like a 
department store than people might 
think? 


But Gilt ben¬ 
efited because 
there were so 
manyun¬ 
sold designer 
clothes piling 
up. That’s not 
the case now. 

Yes. brands are 
reducing in¬ 
ventory. There 
is not the same 
glut, which is ultimately a good tiling* 
We need a healthy apparel industry 
for our company to flourish. Wherever 
we can, we are trying to work with our 
brand partners to make sure we sup¬ 
port their core business. 

How do you da that? 

We work with 650 different brands. 
Sometimes we offer to buy a certain 
number of pieces from a new 
collection. So we might say we^il take 
at least 150 of these and as many as 250. 
If you can sell that extra 100 to the de¬ 
partment stores or your retail partners, 
God bless. If you can% well take them. 
It’s a safety net for the brands. 


use it, too, of course. We say, “We want 
more of that" 
We take the 
brands'excess, 
yes. But they 
also make more 
[of what we 
request] or they 
make specific 
items for us. 

Initially your 
inventory 
must have been fairly random. 

When we started it was opportunistic- 
Part of it still is. But increasingly we’re 
saying we're going to need x million 
dollars of product from this brand in 
six months. How do we get there? I11 
some casesj it could be a mini-collec¬ 
tion or a proprietary line for Gilt. We’re 
focused on that because being able to 
plan our product pipeline is just as im¬ 
portant for us as for any retail business. 

So are we going to see a Vera Wang 
line for Gilt soon? 

We’ire already offering many items 
that are made just for Gilt. In terms 
of whole iineSj we have signed several 


But there’s no store in the world that 
could change its entire inventory in a 
night. We do that every night. Cus¬ 
tomers know they’ll see something 
new tomorrow. 

What J s your biggest threat ? 

None of the obvious potential threats 
worry me very much* The real threat is 
always the equivalent of the kid in the 
garage in Palo Alto* Our version of that 
is two smart young women who come 
up with another addictive shopping 
experience that disrupts e-commerce* 
What made Gilt such a fast phenom¬ 
enon is. ■ ■ the thrill of the treasure 
hunt. The real threat is that someone 
else comes up with the next iteration 
of that* IVs not the me-too sites that 
worry me, it’s what T s fresh. 

What do you wish you had known 
when you started? 

In some companies, you can approach 
the different parts of the business sep¬ 
arately. Here everything has an impact 
on the customer experience. We put on 
a live show every day. Everything has 
to work. One loose thread can have an 
effect on the whole business- 1 bwi 



Members since I Expected sales 
Gilt s 2007 launch I for fiscal 2009 
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GREAT HAPPENS 

WHEN PEOPLE GET TOGETHER- 

SAVING 10% HAPPENS 

UNTIL MARCH 31SX 



SAVE 10% ON YOUR MASTER BILL WHEN 
YOU HOLD A MEETING BY MARCH 31 ST. 

At Nyatt, we've always believed in the power of the meeting. Now, with 
this offer, iheres no better lime to plan yours. Wilh our exceptional food, 
flexible spaces, and gracious service, there’s no better place than Hyatt to 
bring people together. In fact, we promise ihat if any detail of your meeting 
is less than great, well make it right, on us. And if we don't, well make it free 
at your next meeting as well. 


Please call 377.91. GREAT (877*914-7328) and reference offer 
code GREAT or visit hyattmeetings.com for more information, 

GREAT HAPPENS 

WHEN PEOPLE GET TOGETHER 


YOU'RE ： MORE ： THAN WELCOME 


For more inforniatiori on offer and the terms & conditions please visit: http : //www.hyattreply.com/grcat/tscs.php 

The Hyatt Meeting Service Promise is offered at full and select service Hyatt hotels and resorts worldwide to meeting planners who execute a Hyatl Group Sales Agreement If the meeting planner's expectations In 
terms of the service and/or quality of such a meeting are not met, Hyatt will immediately take steps to resolve the problem to the satisfaction of the meeting planner and/or refund a portion of the master account 
as set forth herein. For the purposes of the Hyatt Meeting Promise：, -neeling planners" shall be defined as the designated on-sitc contact as identified in the Group Sales AgreerriGnt. A ''Group Sales Agrecmenr 
shall be defined as Hyatt's form agreement used exclusively for events, excepting social events that include food and beverage purchases, meeting room space, and a minimum of ten (10) room nights. Mooting 
planner must immediately notify Hyatt of any problem prior to the conclusion of the meeting. Hyatt will attempt to resolve the problem by offering the meeting planner goods or services of comparable sUe and 
value, tf the problem cannot bs resolved during the course of the meeting, Hyatt will i&sne a refunri to the master amount that directly relates to the disputed good^ or services and provide the meeting planner with 
a credit in an amount equal to the refund, to be used tuwsirds si Group Sales Agreement for a future m 加 ting at any Hyatt hotel or resort worldwide. Rofund Jo the master accoLint shall not excesd the total amount 
of the master ac^OLint. Credit fur future goods or services will be equal to the refund and must be u 如 d within twenty-four (24) months of issuance, and shall be icdccmcd in ttie exchange rate in effect Ort the day 
of settlenneml of sub^quent account (The subsequent accQLirt Is the second mating that was booked within the 24-month window. If an international property i 沾 ues the credit, then the exchange rate of that 
day would apply And if the ciistomftr redeemed it at an international property then the exchange rate at the time the ma&ter 叩卬 lint of the second booking was being settled would apply) See hya,ttmeetings.com 
for details. HYATT Corporation. ©2009 Hyatt Corporation. All rights reserved. Name, design and related marks 狂 retradernarks of Hyatt. 
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THE BATTLE RAGING 

INSIDE GM 

Henderson’s ouster leaves Whitacre and the board of 
mostly Detroit outsiders calling the shots. And that’s 
making the carmaker^ executives jittery 


By David Welch 

The Dec. l ouster of Frederick A* “Fritz” 
Henderson as General Motors 7 CEO 
was a surprise ^ but only in how fast it 
happened. Since GM emerged from 
bankruptcy in September, Chairman 
Edward Wliitacre Jr. had become the de 
facto chief executive, andhis board had 
reversed one of Henderson’s biggest 
decisions. Now, as Whitacre looks for a 
new CEO (assuming he doesn’t take the 
job himself he and the directors are in 


the driver’s seat. Whitacre and much of 
the board are industry outsiders. Now 
GM veterans are asking: Do they know 
what they’re doing? 

Dumping Henderson made tactical 
sense. He was a GM lifer and restruc¬ 
turing expert running a company that 
now needs a strategic visionary with 
expertise in reaching consumers. But 
firing and replacing him with Whitacre, 
at least on an interim basis, is risky. He 
will have to make big calls: how to ftx 


the European business, burnish GM’s 
brands, choose new vehicles, and build 
a management team- None of it will be 
easy fora former telecom guy who told 
employees on Dec. 2 that he doesn’t 
even know where his office is. “Now 
Whitacre is on the hot seatsays James ^ 
N. Hall, principal of 2953 Analytics, a 
Detroit-area consulting firm* “He has 
to listen, trust the leadership team，and 
filter out GM's autoimm\me system^ | 

{GM declined to comment.) i 


WHO WILL REPLACE FRITZ HENDERSON? 

Chairman Ed Whitacre could stiff take the job, but here are some heavy hitters with the chops to fun G M 



圃 ■___ 


George Buckley, 

CEO 肩 

Brought creativity back 
to the company. He f s 
known as a strong 
leader and could help 
overhaul GM% culture. 


John Krafcik^ 

CEO, Hyundai Motor 
North America 

The former Ford execu¬ 
tive has spearheaded 
Hyundai's emergence 
in the U.S. 


Anne Mulcahy, 
retired CEO, Xerox 

She restructured debt, 
pushed the company 
into the color printer 
business, and returned 
it to profitability. 


Ralph de fa Vega, 
CEO, AT&T Mobility 

Hails from Whitacre's 
world and has kept 
AT&T rolling. With three 
telecom vets on the 
board, he’d have an in. 


Denny Strigl, 
President, Verizon 
Connmutijcatioos 

The rising star has 
helped run a money¬ 
maker and made it a 
mobile-services leader. 
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One of Wliitacre's big challenges will 
be motivating a jittery staff- Right after 
Henderson’s firing, Whitacre held a 
conference call with GM’s top execu¬ 
tives, Some asked if he wanted their 
resignations, too. Whitacre tried to 
assuage their concerns. “He was clear 
that we have good people/’ says an ex¬ 
ecutive who was on the call. “He said: 

1 can J t do this without you? ” 

But Whitacre^s soothing words are 
cold comfort. He told Bloomberg News 
in mid-November that Henderson had 
the board’s confidence. Two weeks 
later Henderson was gone. Several GM 
executives say the uncertainty is hurt- 
m ing morale, ^ It F s almost like experience 

^ is a liability these days,” one says. 

Already, some top executives are 
_ getting antsy. Sources close to Vice- 
g Chairman Robert A* Lutz say he is 

I dismayed at Henderson’s firing. The 
^ 77-year-old executive doesn’t like 

i how it was handled and has told people 


close to him he is not even sure what 
his role will be. If Lutz were to leave, 
GM would lose the one guy who has 
managed to bypass GM f s sclerotic cul* 
ture and build cars people will actually 
pay decent money for. “Is tills the time 
to blow the whole thing up again?” 
wonders Joseph Phillippi 7 a veteran GM 
watcher and principal of Auto Trends, 
a New Jersey consulting firm. 

While Whitacre looks for Hender¬ 
son^ replacement, GM T s new hyper- 
independent board will be cailing 
the shots. It^s far from clear that the 
directors have made the right deci¬ 
sions so far- Particularly worrisome to 
GM veterans axe the actions of private 
equity executives Steve Girsky^ David 
Bonderman, and Daniel Akerson, All 
three were tough on Henderson in 
board meetings, say executives briefed 
on the discussions. They pushed 
Henderson to keep GM’s German unit 
Opel rather than sell it. GM has long 


NEW BUSINESS 


The new interim needed an indepen - 
CEO wants gm to dent board, but GM 

. . insiders fear that too 

share using lower 

discounts nrnch second-guess¬ 

ing could prevent 

the company from sticking to a clear 
strategy. (The three directors couldn’t 
be reached for comment.) 

The decision to keep Opel was 
divisive. The board thought it too 
risky to cede control of GM’s European 
engineering works, where the company 
designs its small and midsize cars. Plus, 
GM would lose up to 1,5 million cars a 
year in sales* But holding onto the sub¬ 
sidiary is risky ， too, Opel hasn’t made 
money in a decade and is in the throes 
of restructuring. Finishing the job will 
cost GM some $3 billion and divert ex¬ 
ecutive focus from the troubled North 


American business and expanding 
operations in Asia and Latin America. 

As Whitacre steers GMIn the in¬ 
terim, he may iearn a few lessons. He 
wants GM to push market share above 
20% next year from 197% today. But 
as GM phases out Hummer, Pontiac, 
Saab, and Saturn, the carmaker will 
lose more buyers. What J s more, Whltsi- 
cre wants GM to expand market share 
with lower discounts- That’s a prudent 
goal, but people don’t rush to buy 
damaged brands for no reason. While 
GM’s November sales fell just l.5% r the 
company outspent its rivals on incen¬ 
tives by at least $1,000 a car，blowing 
$4300 per vehicle T says Edmunds.com. 
If Whitacre pulls back too much on the 
discounts，sales could plummet. 

As for Henderson’s replacement, 
Wliitacre and the board want a non- 


GM person or an industry outsider 
such as Alan MuIaIIy T who left Boeing 
and has since managed to bring Ford 
Motor back from the brink. But poten¬ 
tial candidates will have to consider 
two facts of life: an activist chair¬ 
man and board and a salary that GM’s 
government minders have capped at 
$1 million. “It’s a sick company with 
a bad ownership structure and pay 
constraints^ says Charles Elson, direc¬ 
tor of the John L, Weinberg Center for 
Corporate Governance at the Univer¬ 
sity of Delaware. il l don’t know who 
they will get/ 1 The only person willing 
to report to Ed Whitacre may wind up 
being—that f s right—Ed Whitacre. *BW- 
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AN EMBATTLED FED 

FIGHTS BACK 


Part of Beroarake's 
survival strategy 
has been to 
appeal directly 
to the pubt»c 


most>t not ail, 
of its vast powers. 
The most likely nick 
wouldbeaiimit on 


the powers or inde¬ 
pendence of the Fed’s 12 regional bank 
presidents^ says Tom Gallagher, head 
of policy research at the consultancy 
Internationa! Strategy & Investment. 
Beyond that，while the Fed's hard-line 
stance is strengthening the case of crit¬ 
ics who say the regulator needs to be 
checked, “Major players in this process 
[also] understand that blaming the Fed 


and trying to ruin the Fed as an institu¬ 


tion is not a solution’” says Ethan S. 
Harris^ a former Fed staffer who is head 
of North America economics for Bank 


of America Merrill Lynch. 


MAKING HIS CASE 

Fed Chairman Ben S. Bernanke laid out 
his argument in a Nov. 29 op-ed piece 
in The Washington Post. He criticized 
both the Fed audit bill co-sponsored by 
Representatives Ron Paul (R-Tex-} and 
Alan Grayson (D-Fla.) and a financial 
reform plan backed by Senate Bank¬ 
ing Committee Chaimian Christopher 
Dodd (D-Conn.) that would transfer 
bank regulation away from the Fed 
to a new independent agency that 
would monitor systemic financial risk. 


Bernanke is unapologetic and warns that moves to 
weaken the central bank could threaten the economy 


By Peter Coy 

The U.S. federal Reserve is one un¬ 
loved central bank. It stands accused 


of inflating a bubbie, then bailing out 
Wall Street while ignoring the iittle 
guys on Main Street, Demonstrators 
in Cleveland earlier this year carried 
signs saying things like: “Criminals 
are in charge of our money.” Mean¬ 
while, Congress is considering legisla¬ 
tion that would authorize government 
audits of the central bankas most 
sensitive policy meetings. Another 
bili would even strip the Fed of its 
bank regulatory powers* “It’s actually 
extraordinary what happening^ says 
Columbia University Graduate School 
of Business economist Frederic S, 


Mishkin ^ a former Fed governor- “The 
threats to the Fed’s independence are 
extremeiy serious.” 

The Fed, thoughts fighting back, 
and it has the Obama Administra¬ 
tion in its corner. It T s warning critics 
that any serious move against the Fed 
would jeopardize economic stability. 
And not only is the Fed conceding few 
mistakes — it’s also striving to preserve 
every bit of its secrecy. 

This game of 
political chicken, 
observers say, is 
likely to produce 
only partial vic¬ 
tory, with the 
Fed hanging onto 


Bernanke said both measures ij are 
very much out of step wit h the global 
consensus on the appropriate role of 
central banks, and they would seriously 
impair the prospects for economic and 
financial stability in the U.S.” 

Eut anger toward the Fed is run¬ 
ning so hot that the organization will 
probably have to take some kind of hit 
to appease the public and lawmakers. 
The question is where it’s most willing 
to concede ground. Oddly enough, the 
Fed might be able to live with some 
weakened version of the auditing bill, 
even though it comes from Paul, its 
most outspoken critic. Yes r the FecTs 
defenders say congressional audits 
would politicize monetary policy by 


Public anger will likely force the Fed to take 
some kind of hit The question is where it’s 
most willing to concede ground 
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CHALLENGES TO THE FED 

AUOIT 

Representative Ron Paul wants to end the Federal Reserve. He has broad support in the 
House* though not the Senate, for a milder measure that wouEd a Now the Government 
Accountability Offtce to audjt Fed monetary policy. Outlook: If passed, could face veto. 


SUPERVISION 

Senator Christopher Dodd is seeking to take away the Fed T s bank-supervisory powers, 
Outlook: Dodd seems to be one of the few strong proponents of this approach. 


FREEDOM OF INFORMATION 

Btoomberg LR the new parent ol BusinessWeek, is suing to learn what coMateraf the Fed 
received for emergency loans to financial institytions during the crisis. Outlook: The Fed 
has already to si m federal district court and could (ose on appeal as we". 


forcing rate-setters to defend their ac¬ 
tions to Congress. On the other hand t 
the Fed claairman already has to endure 
political barbs in regular trips to Capi¬ 
tol HilL “People kind of forget what 
abuse [former Federal Reserve Chair¬ 
man Akn] Greenspan used to get when 
he first came to office,” says Timothy A. 
Duy T a University of Oregon economist 
who writes a blog called Fed Watch, 

In contrasty the Fed probably won^ 
yield an inch on the bill from its pro - 
fessed friend, Dodd, to strip it ofbank- 
regulatory powers. The Fed argues that 
it needs to supervise banks in order 
to manage monetary policy correctly, 
because getting rates right depends on 
knowing the condition of the financial 
system. “What they realIy T really want 
to keep is their banking regulatory 
powers. That goes to the core,” says 
Joseph Engelhard, senior vice-presi¬ 
dent for Capital Alpha Partners, which 
tracks Washington for financial clients. 

For the Fed, what makes this period 
so dangerous is that the central bank 
has become a lightning rod for the 
severe recession and the huge bo¬ 
nuses going to Wall Street bankers who 
helped cause the mess. Congress is tap¬ 
ping into the public outrage. On Dec, 
Senator Jim Bmining, the Kentucky 
Republican who was the only senator to 
oppose Bernanke^s nomination in 2005 r 
said: “His job rating would be zero mi- 
nus F.” Added Bunning: “He has catered 
to the big banks, to the Wall Street elit¬ 
ists, to every major money concern in 
the country and in the world.” 

Part of Bernanke^s strategy is to 


address the public directly through 
forums such as 60 Minutes and The 
Washington Post, But even some Fed 
supporters say Bernanke^s political 
intransigence maybe undermining his 
effectiveness. In Bernanke^Nov. 29 
op-ed T for example^ the closest he 
came to an apology was to say that “the 
governments actions to avoid finan¬ 
cial collapse last 
fall—as distaste¬ 
ful and unfair as 
some undoubtedly 
were—were unfor¬ 
tunately neces¬ 
sary to prevent a 
globai economic 
catastrophe" 
Meanwhile ^ the 
Fed's penchant 
for secrecy leads 
critics to suspect 
the worst. The Fed continues to fight a 
2008 federal lawsuit by Bloomberg LP 
(which acquired 它 fe on Dec, 

l) that seeks to find out what collateral 
the Fed accepted for emergency loans 
to Jfinandalinstibitions. “Theprob¬ 
lem of the secrecy is that people don’t 
trust Wall Street, and by extension they 
don’t trust Wall Street’s interactions 
with the govermnent,” says Oregon’s 
Duy- “That puts extra onus on the Fed 
to be more transparent, not less trans¬ 
parent T Merrill f s Harris agrees: "The 
Fed over the years hasn’t done itself a 
favor by creating tills mystique^ 
Luckily for the Fed，it has some 
powerful backers, including the White 
House, In naming Bernanke fora 



Dodd's proposal 
woutd strip the 
Fed of its bank- 
regtiiatory powers 


second four-year term as chairman^ 
subject to Senate confirmation r Presi¬ 
dent Barack Obama said the Fed chief 
helped prevent another Great Depres¬ 
sion with calm, wisdom, "boldaction 
and out-of-the-box thinking/ 1 

Any politician tangling with the 
Federal Reserve also has to reckon 
with the bond market. If fixed-income 
investors fear the central bank is losing 
its ability to fight inflation r they will 
sell bonds and drive up interest rates, 
which would stunt economic growth. 
It’s particularly important now fOT the 
Fed to retain its freedom of move¬ 
ment because there are huge sums of 
excess reserves in the banking system 
available for lending. As soon as banks 
resume active lending, the Fed will 
need to drain those reserves rapidly to 
keep the economy from being over- 
stinmlated. That will no doubt draw 
howis of protest from homebuilders 
and other interest groups that benefit 
from low rates* 

While Ron Paul worries tliat an 
unconstrained Fed will allow too miidi 
inflation, the truth is more likely the 
opposite, says Columbia's Mishkin: A 
Fed that’s under the thumb of a deficit- 
ioving Congress is unlikely to be a good 
guardian of the dollar. In the end, that 
argument for Fed independence may 
prove decisive. 8WI 
-With 如 Wianman in Washington 
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Read, save, and add content on BW's 
new Web 2,0 topic network 


A Jolly Good Audit 

Willem H, Buiter, who was named 
Nov, 30 to be the next chief econo¬ 
mist of Citigroup, wrote in his 
Ftnancmf Times blog 10 days 
earlier that auditing the Federal 
Reserve would be jolly good 
thingr Bui ter, a London School of 
Economics professor, argued that 
an audit would make the Fed more 
accountable and ^could well set an 
important precedent for … central 
banks everywhere. 1 ' 


To read Bujter T s blog jtem t go to 

h ttp : //bx.busin esswee k.com/ 
federaJ're serve/reference/ 
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026 THE OTHER CENTRAL 

BANKER UNDERFIRE 

Mexico’s Guillermo Ortiz has kept prices under control 
for more than a decade. But his days may be numbered 


By Geri Smith 

MEXICO CITY 

For the pas t dozen years, 

Guillermo Ortiz has served 
as Mexico^ inflat ion- fighter-in - chief. 
Since his appointment in 199 8, the 
central bank governor has managed to 
wrestle down consumer price increas¬ 
es from neariy 19% a year to a low of 
3.3% in 2005. The Stanford-educated 
Ortiz has also earned the respect of 
Wall Street by resisting political pres¬ 
sures to loosen monetary policy* In the 
summer of 2008, he held firm when 
Mexican President Felipe Calderon 
called on the central bank to cut inter¬ 
est rates to stimulate the economy. i； It 
would have been a big gamble to lower 
rates before we were sure that inflation 
was reaching an inflection point-” said 
Ortiz in a Nov. 26 interview. 


DEBT DOWNGRADE 

Such acts of defiance may endup 
costing Ortiz his job. His second 
term expires at the end of Decern 
ber and Calderon is considering 
replacing Mm. It might not be 
an ideal time to make a switch: 
Mexico’s economy is set to 
shrink by as much as 7% this 
year on a mix of plunging ex¬ 
ports to the U.S -, falMng tour¬ 
ism revenues due to the swine 
flu scare, and declining oil 
production. The governments 
overreliance on oil as a source 
of funding is one reason Fitch 
Ratings downgraded Mexi - 
co’s sovereign debt rating on 
Nov, 23 to just two notches 
above jnnk.Given the bad 
economy^ it’s probably not a 
good time to remove Ortiz" 
says Rogelio Ramirez de ia 0 , 
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an independent economic consultant. 

Ortiz is no stranger to crises. Named 
Finance Secretary in the aftermath of 
the 1994 peso crash, he coordinated 
a massive bank rescue and helped 
rebuild credibility with international 
investors. Amid the recent financial 
turbuleoce l Ortiz T s able monetary 
management —including the sale of 



some $31 biilion in dollar reserves — 
has helped stabilize the peso whiie 
keeping inflation in check. 

Although Calderon recently ac¬ 
knowledged that Ortiz has done “good 
work/ 7 it’s long been clear there is no 
iove iost between the two. When Ortiz 
was appointed to head the central 
bank^ Calderon, then president of 
the leading opposition party, lobbied 
to have liiin removed from the post, 
arguing that he had stuck Mexico's 
taxpayers with the $100 billion tab for 
the bank bailout. Ortiz has at times 
struck back. During a visit to Yale 
University in November^ he told re¬ 
porters Mexico needed “a little bit of 
leadership^ to fix its fiscal problems, 
a comment that annoyed Calderon. 
“The fact that we have had excess 
oil revenues fora number of years 
allowed postponement of the day of 
reckoning, which is here today,” Ortiz 
told EZoomberg Business Week. 

Calderon is considering nominating 
Finance Secretary Agustin Carstens to 
replace Ortiz- Carstens T 51, would be a 
capable successor: He holds a doctor¬ 
ate in economics from the University 
of Chicago and spent 10 years working 
at Banco de Mexico before being ap¬ 
pointed deputy managing director of 
the International Monetary Fund in 
2003. If Ortiz proves dispensable, he 
may have no one to blame but himself. 
On his watch. Banco de Mexico “has 
become one of Mexico strongest, 
most credible institutions^ says 
Jonathan Heath, chief Latin 
America economist at HSBC. 
“But if the institution is 
strong, it shouldn't matter 
anymore whether Ortiz is 
there or not" IBW! 
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JOHN PAULSON 
RETURNS TO EARTH 

After his storied killing betting against subprirrte ， 
the hedge fund hero is eking out so-so returns 


By Saiiel Kish an 

Is John A + Paulson, the hedge fund 
manager who earned billions betting 
against subprime^ a one-megabit 
wonder? 

The founder of Paulson & Co. doesn’t 
even look average this year. His biggest 
portfolio. Advantage Fund, has returned 
15% vs. 17% for peers. And while his 
major bets on gold and big banks are 
paying off, such holdings aren’t likely 
to produce the record gains that made 
liinia rock star on Wall Street, ^Paul¬ 
son is quite capable of making moneys 
says Tammer Kamel } managing partner 
of Toronto’s Iluka Consulting Group ， 
which advises clients on hedge funds, 
“But I don’t think he has some crystal 
ball that will enable him to make [huge 
gains] year after year/ 1 A spokesman for 
Paulson declined to comment. 

For years, Paulson toiled in hedge 
fund obscurity. A former managing di¬ 
rector at investment bank Bear Stearns^ 
the New York City native opened his 
awn firm in 199410 profit firom mergers 
and acquisitions. He never garnered 
much recognition for his returns: The 
oldest fimd T Paulson Partners, notched 
an average of 16% a year, decent but 
hardly mind-blowing gains in the 
hedge fund world. 

As the real estate bubble inflated ， 
though, Paulson made a massive bet 
against subprime mortgages ， wager¬ 
ing that their value would crater. Two 
portfolios that focused on the risky 
loms earned nearly 600% that year, 
a period when the typical hedge fund 
gained 10%. Paulson extended his run 
in 2008 by shorting such big banks as 
Barclays, Lloyds Banking Group, and 
Royal Bank of Scotland* 

Now Paulson, who oversees nearly 
$30 billion，is casting a wider net. 



These days In November lie 

Paulson *s loading doubled Ills stake in 
^ on Kraft Foods, which is 

Itkes such banks 7 

as 8ofA^dCiti making a hostile play 

for Cadbury, Paulson 
is also trolling the bankruptcy courts 
for opportunities. Currently he T s try¬ 
ing to gain control ofldearc, the U.S. 
telephone book publisher that filed for 
Chapter 11 in March. 

Meanwhile, Paulson is taking a more 
bullish stance on financials, looking 
for companies that will 
benefit from federal 
stimulus. Last year his 
firm launched a port¬ 
folio tliat will provide 
capital to troubled 
banks. As part of that 


effort’ Paulson has loaded up on shares 
of Bank of America and Citigroup in 
recent quarters. At the same time, he 
dumped his stake in Goldman Sachs 
and pared down his position in JPMor- 
gan Chase, two financial giants that 
returned their bailout funds. 

The question is whether the easy 
money has been made from such hold¬ 
ings. Shares of both Bank of America 
and Citi have more than quadrupled 
from their lows late last year. Paulson 
seems to be committed. 

^Banks will have passed the 
current writedown cycle and 
have visibility for growth in 
2012" he wrote in his quar¬ 
terly letter to shareholders, a 
copy of which was obtained 
by Eioomberg News, While 
BofA “lias risen … we 
believe considerable upside 
remains.” Paulson figures 
shares of the Charlotte 
(N-C.)-based bank will 
almost double, to 30, in the 
next two years. 

The billionaire is also 
sticking with gold, despite 
the 3 8% spike in its price 
over the past year. The 
firm is starting a. fund that 
will buy stakes in mining 
companies and gold-related 
securities—a portfolio in 
which Paulson may invest 
as much as $250 million of 
his own money. Last month 
he bought a 15% stake in 
Detour Gold f a Toronto miner. “With 
gold in its current rally, it might seem 
like a 'me-too’ traded says Peter Rup, 
chief investment officer at New York’s 
Artemis Wealth Advisors. But “Paulson 
was the first person to alert me to the 
fact that gold would be accumukted 
by emerging central banks, thereby 
providing a fundamental reason for the 
interest in gold.” ibw i 
- With Bill Rochelle f James Ludden f and 
Chanyapom Chanjaroen 


Despite a 38% spike in the price of gold 
this past year, Paulson is starting a 
fund to invest in gold-related securities 


s LLJs¥l £ A113 >sd n o lN oQ/tlo0 LlJ cc: 0os 3^ s 


BLOOMBERG BUSINESSWEEK DECEMBER 14,2009 















WHAT LURKS ON THE 

BOOKS OF BANKS 

Their profits have rebounded, but shaky home-equity 
and credit-card debt—for starters—could change that 


By Thea Francis and 
Jessica Silver-Greenberg 

At first glance, banks seem to be recov¬ 
ering nicely from the financial crisis. 
But investors cheered by optimistic 
earnings reports could soon face a 
painful surprise. 

Many banks appear to be postponing 
inevitable losses on home-equity loans 
and commercial mortgages. Others 
face new trouble in consumer banking, 
especially credit cards* “Banks know 
they’ve got big holes on their balance 
sheets/ 1 says Paul Miller, 
an analyst forFBR Capital 
Markets. 

The hopeful news Is 
that overall bank industry 
earnings tripled, to $2.8 
billion in the third quar¬ 
ter, compared with the 
disastrous three-month 
period a year earlier. But 
plenty of pitfalls remain, 
and more grief is certain if 
the economy takes a turn 
for the worse* 

Consider home-equity 
lines of credit. During the real estate 
boom, many homeowners borrowed 
against the vaiue of their dwellings to 
pay down credit-card balances T buy 
new cars, or even cover down pay¬ 
ments on the very houses that an¬ 
chored the loans. With property values 
down sharply in most markets, a lot of 
those loans now look shaky* Already, 
payments on $21 billion m credit lines 
are past due. 

The full extent of the probiem hasn’t 
shown up yet on the books of some 
banks. Lenders generally don't write 
down questionable home-equity loans 
until after a borrower has stopped 
making payments. So far, just 2,94% 


of home-equity loans have defaulted, 
vs, 5-96% of traditional mortgages, 
according to real estate data company 
First American CoreLogic. industry an¬ 
alysts predict the percentage of home- 
equity defaults will rise significantly. 

When home-equity loans sour, the 
damage to banks tends to be greater 
than losses on traditional first mort¬ 
gages. That’s because home-equity 
lenders stand in line behind first- 
mortgage lenders when a foreclosure 
occurs. The bank holding the first 

mortgage has claim to the 
underlying property and 
often sells it to recoup 
some money. Home- 
equity lenders must fight 
for any remaining scraps. 
Recovery rates on home- 
equity lines that have 
gone bad averaged about 
40% during the boom; 
mortgage -servicer 
Clayton Holdings says 
the figure now hovers 
near zero. 

Many banks are reluc¬ 
tant to write down the value of their 
home-equity loans because that could 
force them to raise more capital, further 
denting profits. Probiems with liome- 
equity lines and other residential loans 
in Florida alone could shrink financial 
reserves at Atlanta-based SunTrust 
Bank by $745 million to nearly $1 billion 
over the next several quarters, ulti¬ 
mately hurting profits，according to 
Gradient Analytics, a research firm that 
serves hedge funds and other investors, 
SunTrust declined to comment. 

Home-equity loans aren^t the only 
weak spot in consumer lending. A 
number of big banks are increasingly 
dependent on fees, a source of proftts 



billion 


In home-equity 
credit lines have 
payments that 
are past due. 

Data: FDIC 



that may soon diminish- Wells Fargo 
has collected $27.2 biilion in credit- 
card and other fees so far this year, 
roughly 38% of its total income. Bank 
of America has had a 28% increase in 
card fees since 2007. Meanwhile, inter¬ 
est income at both lenders has fallen. 

Fees probabiy will become more 
difficult to collect next year. Under 
federal rules taking effect in Febru- 
ary T lenders won’t be allowed to charge 
card customers for exceeding credit 
limits or missing a single payment. 

And in November the Fed banned 
programs that charge automatically for 
“overdraft protection” tied to deposit 弓 
accounts. Instead, lenders now must 
get customers ^ permission to cover ^ 

bounced checks. Changes to overdraft I 
policies could cost Bank of America | 

$200 million a quarter, according to 
Bof A. The figure could hit $300 million | 

at Wells Fargo, ^ 
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Spokesmen for the banks play down 
the potentialperii related to depen¬ 
dence on fees. Much of the increased 
reliance on fees at Wells Fargo occurred 
as a result of its acquisition of Wacho- 
via T which was completed in January 
2009, says a spokeswoman. A large 
portion of the bank’s fee income comes 
from its brokerage and mortgage bank¬ 
ing units* At BofA t fee income swelled 
largely because of the acquisition of 
four smaller lenders since 200 J 7 says 
spokesman Scott Silvestri, Demand for 
ioans lagged during the past year, caus¬ 
ing fees to grow as a proportion of the 
bank’s revenue and income, he adds. 

In response to these challenges^ many 
credit - card companies have hiked in¬ 
terest rates—to as high as 30% in some 
cases* But the new federal rules will 
also make it harder to raise rates further 
without borrowers’ agreement. 

Commercial real estate presents 


another potential hazard* Prices have 
dropped 39% since the market peak 
in October 2007, according to the 
Moody’s/REAL Commercial Property 
Price Index* Banks own some $1*8 tril¬ 
lion of commercial real estate loans- In 
many instances, the outstanding debt 
exceeds the property’s value. Some 
borrowers are simply walking away^ 


leaving lenders to take a nasty hit. 

Trying to forestall disaster, some 
lenders are granting temporary exten¬ 
sions on commercial loan payments. 
The strategy has become so common 
that industry players now refer to it as 
“extend and pretend.” In May, MGM 
Mirage got extensions on $5 billion in 
credit until 2011 T which allowed the Las 
Vegas casino to finish its new CityCenter 
project {page 38). MGM Mimge didn’t 
respond to requests for comment, 

"HOPE IS NOT A STRATEGY" 

Some analysts fear that a number of 
banks aie cutting desperate deals with 
property owners unlikely to repay, “If 
you’re reissuing loans when it’s clear 
the borrower can’t pay, that’s just 
disingenuous/^ says Rachel Barnard, 
managing partner of Midway Capital 
Research & Management, a Chicago 
investment firm. Recent moves by the 
government may have encouraged the 
banks 7 dubious conduct, hi late Octo¬ 
ber, federal regulators said that banks 
don’t necessarily have to write down 
commercial loans when the underly^ 
ing properties lose a big chunk of their 
value. That leeway may give some 
banks an excuse to adjust loan values 
in inappropriate ways, according to 
industry analysts. 

Dean DeBuck, a spokesman for the 
U.S* Office of the Comptroller of the 
Currency’ which regulates national 
banks, says the guidance was intended 
to ensure consistent reporting and 
doesn’t allow extend-and- pretend 
maneuvers* Still, says David Iannarone l 
president of CWCapitaJ Asset Manage¬ 
ment: “Hope is not a strategy/ 1 1 BWi 
-With Christopher Palmeri and 
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Debt Bombs 

Dominique Strauss-Kahn, managing director of the Internationa! Mpnetafy Fund, 
cast fresh doubts on the health of banks in a recent interview with Le Figaro. 
it is possible that 50% [of bank losses] are still hidden in their balance sheets. 
The proportion is greater in Europe than in the ILS: said Strauss-Kahn. 

To read excerpts from the interview, go to http://bx.businessweek.com/banking- 
iod ystry/reference/ 
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SHELLY ADELSON’S 

MISSTEP IN MACAO 

Attractions at his posh casino aren’t clicking with no- 
frills Chinese gamblers，and a related IPO looks weak 


By Frederik Balfour 
MACAO 

The Venetian casino com¬ 
plex in Macao is pienty 
grand. Singing gondoliers ply their 
boats along a canal that meanders 
through a mall featuring luxury bou¬ 
tiques, an 1’ 8 0 0 ■ seat theater for the 
Cirque du Soleil, and dozens of bars 
and restaurants. 

Problem is T most of those attractions 
stand half empty even as the tables and 
slot macliines are crowded with players 
drinking, smoking, and shoving chips 
across the felt. The owner of the casino, 
Las Vegas Sands Chairman Sheldon G. 
Adelson, has made the Venetian hi Las 
Vegas a money machine by fijling its 
hotel rooms with vacationers, conven- 
tioneersj and of course, gamblers. In 
Macao, it’s mostly gamblers. 

Adelson^s inability so far to recre¬ 
ate all of his Las Vegas success has 
investors worried, especially since he T s 
doubling down in Asia with a gambling 
palace in Singapore and even more 
casinos in Macao* Shares in Adel- 
son T s Sands China, a spin-off from his 
main company, fell sharply after its 
$2-5 billion initial public offering on 
Nov, 30 in Hong Kong. (As Bbomi?er^ 
Business Weefe went to press T the shares 
iiad recovered somewhat-) In contrast ， 
many other Hong Kong IPOs have seen 
share prices soar. 

Since Macao opened up its gambling 
market in 2002, Adelson and others 
have tried to turn the seedy former 


The formerly seedy Portuguese colony 
has resisted efforts to turn it into a 
family-friendly Las Vegas clone 


Portuguese colony into a Las Vegas 
clone with luxury hotels, wholesome 
entertainment T andmodern conven¬ 
tion halls. Yet nongambling revenues 
account for just 14% of Sands China’s 
sales^ about half of what they are back 
in Las Vegas. Macao’s gamblers— 
mostly from China—would rather 





IjW 
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the $2.2 billion earmarked for these 
projects may take several years* He’s 
also rushing to complete the $5*4 bil¬ 
lion Marina Bay Sands Resorts Casino 
in Singapore by the first half of 2010, 
Credit Suisse analyst Gabriel Clirni 
sees considembie ^execution risk’” cit¬ 
ing cost ovemuis, further delays, and a 
hotel glut as possible factors that could 
derail plans. He and other analysts 
worrry that Adelson’s operations may 
be too levereaged- In a recent interview 
with Bloomberg News, Adelson said it T s 
“completely wrong” to say Sands China 
may require more funds to realize these 
ambitions* Besides, he’s confident he 
can raise more cash selling iuxrny con¬ 
dos next to his best hotel in Macao once 
financial markets pickup again. He aJso 
has the IPO money, “ We’ll have plenty 
of cash to cover any contingency^ 1 

HH III 




leave their families at home 1 depriving 
the mall and hotel of customers. And 
“[convention] facilities are years ahead 
of current demand/* says Citigroup 
gaming analyst George Choi- While 
gambling drove financial results for 
Sands China up overall this year, room 
revenues at the Venetian Macao fell 
11 ,9% in the third quarter. Retail rev¬ 
enues plunged 23.8 孤 

For Adelson there’s 
no turningback. In 
Macao T he will soon 
resume construction 
on casinos and hotels 
that were mothballed 
last year. A payoff on 


added Adels on. Venetian Ma cao: 

The competi- Chairman 

don isn^t letting Adeisonha^t 

b duplicated his 

up，Gamblers Vegas success 

flocking to Macao 

can choose from six casino operators. 
The local rival is SJM Holdings, run by- 
tycoon Stanley Ho, who enjoyed a four- 
decade monopoly before Macao liberal¬ 
ized gambling. Ho has clawed back 
market share this year with his new 
Grand Lisboa casino, which attracts 
more of the mass-market Chinese 
gamblers who shun the frills offeredby 
the Venetian. Adelson is no quitter. But 
he has a fight on his hands, i bwi 
-With Chia-Peck Wong in Hong Kong 
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world of solutions and people dedicated to your success. It’s no surprise that 
an investment bank provides access to financial capital But at Barclays Capital, we put 
a premium on another kind，human capital. That means giving you not only seamless 
execution, cross-asset platforms and global distribution power, but also a team of 
people who understand how to build unique integrated solutions around your needs. 
We know the smartest investment is in people - ours and yours. 




Earn Success Every Day 
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Sure，it will pay a 
hefty price for its 
debt woes. But 
the city-state’s 
open economy has 
attracted legions of 
foreign investors and 
serves as a model 
for its Gulf neighbors 
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DUBAI 


After Dubai announced in late November that the state-controlled 
investment firm Dubai World was seeking to reschedule payments 
on some $26 billion of debt, global markets went into a taiispin. While foreign 
bourses quickly rebounded, local shares have taken a pounding, and the cred¬ 
ibility of Dubai’s leadership has suffered serious damage. Yet lost in all the drama 
is the fact that Dubai is an important economic experiment in a strategically 
vital region* The humiliating debt implosion aside ， the emirate remains the most 
dynamic business hub in the Gulf and has become a model for its neighbors. 


In a region of conservative T autocratic countries long 
chained to the boom-and-bust cycles of the oil industry, 
Dubai stands out for creating an open economy that has di¬ 
versified well beyond energy. With nowhere near the oil and 
gas reserves of other Gulf countries such as Saudi Arabia and 
Kuwait, it had to. “Dubai shows that If you are part of the 
global economy, you do well; you don't have to have oil，” says 
David Aaron, director of the RAND Center for Middle East 
Public Policy in Washington. 

There’s no denying that the emirate overreached and will 
pay a hefty price. Dubai led the region in allowing outsiders 
to own property, opening up its real estate market to foreign 
investment in 2003, and created a mortgage industry to fi¬ 
nance their purchases. But lax rules ushered in wi 3 d specula¬ 
tion, With real estate prices rising at a double-digit annual 
clip, investors made a killing buying apartments with low 
deposits and quickly flipping them* Then when the credit 
crunch canie，buyers fled and developers saw their cash flow 
dry up. Hardest hit was Nakheel^ a subsidiary of Dubai World 
that created the iconic palm island real estate development 
off the coast (page 38). It has about $8 billion in debt and S13 
billion in other liabilities such as bills from suppliers, Bar¬ 
clays Capital reports. 

Dubai’s leadership has doubtless mishandled the recent 
turmoil. The emirate’s debt problems have been looming for 
at least a year, but ruler Sheikh Mohammed bin Rashid A 1 
Malctomnhas made little progress in coming to grips with the 
challenge，As recently as October, Dubai raised nearly $2 bil¬ 
lion In new money through an Islamic bond issue. Asked about 
the emirate^ ability to pay its debts, Sheikh Mohammed told 
reporters: il l assure you^ we axe all right/ 1 

Part of the problem is that wliiie Dubai is more open than 



its neighbors, it’s no Jefferso¬ 
nian democracy. It is dominated 
by a handful of people, and their 
decision-making and finances 
remain opaque. The debt crisis 
illustrates that. Until recently^ 
no one knew how much debt 
Dubai had and which state- 
linked companies it might back 
in a crunch. Just as murky was 
the extent to which its wealthier 
neighbors, chiefly Abu Dhabi, 
were willing to bail it out . Inves¬ 
tors who had assumed the best got spooked when it appeared 
Dubai couldn’t meet its obligations. “To lower the perception 
of risk，Dubai must become more transparent quickly/^ says 
Matthew Vogel, head of emerging markets research at Bar¬ 
clays Capital in London. 

HASSLE-FREE BUSINESS CLIMATE 

Nonetheless, Dubai remains the region^ nimblest competi¬ 
tor. It is a tolerant and comfortable base for anyone seeking 
a foothold in the Arab world, and today Americans, Euro- 
peans T Asians^ and Middle Easterners work side-by-side in 
the senior ranks of its big companies. Salaries are high，and 
there’s no personal income tax. Luxury apartment buildings 
abound, many of them weekend getaways for residents of 
neighboring states who flock to Dubai to enjoy iavish restau¬ 
rants and bars often filled with available young women. Then 
there’s all that famous froth such as the indoor ski slope, the 
sail-shaped Burj Ai Arab hotel on the beachfront, and the 
world’s tallest building, the soon-to-open Burj Dubai* 


DESERT 

DIVERSIFICATION 

FolJowmg Dubai's iead, other 
Gulf states are seeking to 
create a broad-based economy 
and reduce their dependence 
on energy. 


ABU DHABI 

Investing in solar power and other 
green technologies, Hopes lo 
create a financial-services sector 
by building on management talent 
at the Abu Dhabi Investment 
Authority and other government 
funds. Spending lavishly on cul¬ 
tural and sports projects ranging 
from a branch of the Louvre to a 
Ferrari-them&d amusement park 
and a FormuSa One race. 


BAHRAIN 

As the earliest financial hub rn the 
region, the tiny island kingdom Es 
now scrambling to compete with 
Dubai in attracting Islamic and 
Western-style banks. The latest 
bid to lure lenders is the Bahrain 
Financial Harbour a $3 bil¬ 
lion seaside city in the capita!, 
Manama, with state-of-the art 
office space. 


QATAR 

Has earmarked some $145 bil¬ 
lion for diversification efforts 
such as a financial canter focus¬ 
ing on asset management and 
insurance. Has grand ambitions 
m culture and education ： A vast 
Islamic art museum sits on a 
promontory above the Gulf, and 
a 2,500-acre educational center 
houses branches of six interna¬ 
tional universities. 
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Beneath ali the glitz T though y Dubai has become a place 
where seriousbiisiness gets done. While the city-state has just 
1.6 million residents and a gross domestic product of J8o bil- 
lid it is the business gateway for a region with a $j trillion 
economy, millions of eager young consumers，and hundreds 
of billions of petrodollars to invest. Microsoft ^ General Elec¬ 
tric, Cisco Systems, and a host of other A-list multinationals 
have flocked to Dubai because of its open culture T top-notch 
infrastmcture, and hassle-free business climate. 

And virtually every leading investment bank is present 
in the Dubai International Financial Center, a lavish gray- 
granite complex with ornate fountains built on what was a 
^ desolate patch of sand just a few years ago. A big draw is the 

I emerging market for Islamic financial services t which has 
I become a $1 trillion business globally. “Dubai will continue 
g to lay the foundations for sustainable growth" says Michael 
I Geoghegan y group chief executive of HSBC, the leading lend- 

I er in the United Arab Emirates with $6ll million in loans out 
I to Dubai World. u l am confident that Dubai and the UU— 

will overcome any short-term 
issues they face.” 

Dubai^s home-grown com¬ 
panies have made their mark, 
too- At the core of debt-plagued 
Dubai World is a first- class ports 
operation, and the company has 
vast real estate holdings and a 
host of other businesses that span 
the globe* Eniirates ? the airline 
founded by the ruling Maktonm 
family in 1985 with $10 million in 
capital, is now among the world's 


top 10 carriers and a major customer for 
both Airbus and Boeing. And Dubai -based 
Abraaj Capital, an independent group 
owned by local and Saudi investors, has 
grown into the leading private equity firm 
investing in the region- 

Dubai success hasn’t gone unnoticed 
in the neighborhood, and nearby states 
are following its lead. Gas-rich Qatar is 
promoting its own financial center Abu 
Dhabi has announced an $8 billion finan¬ 
cial-services joint venture with GE. And 
it’s working hard to transform itself into 
a higher-end version of Dubai with even 
fancier hotels and branches of the Louvre 
and Guggenheim museums. Even hyper- 
conservative Saudi Arabia has taken a leaf 
from Dubai’s book by liberalizing its fi¬ 
nancial system to draw in Western invest¬ 
ment banks such as Morgan Stanley and 
Deutsche Bank. 

What these countries see m Dubai is a 
chance to move beyond the peiro-econ¬ 
omy that has provided their wealth but 
does little to create jobs. The Gulf region 
has millions of young, underemployed 
peopie who want a better life—and who risk being drawn to¬ 
ward Islamist extremism if they don T t get it. Some of the most 
talented of these have made their way to Dubai 『 where they 
find a more meritocratic culture that offers seemingly end¬ 
less opportunities. “They look at this place as somewhere tliat 
allows them to do things that they can’t do [at home], 11 says 
Tarik Yousef，dean of the Dubai School of Government. “It has 
been built out of nothing/ 1 

HARD CHOtCES 

While Dubai’s neighbors want to emulate its success, that 
doesn’t mean they won^t exact a serious political toD for the 
recent turmoil. The U. A.E., a federation of seven city-states 
ruled by hereditary clans，is largely bankrolled by Abu Dhabi, 
but Dubai is its business center. Sheikh Mo, as Dubai’s leader 
is popularly known，is vice-president and prime minister, 
Abu Dhabi’s ruler, Sheikh Khalifa bin ZayedAl Nahyan, serves 
as president, and he’s unlikely to simply write a check to bail 
out Dubai. Instead, he will probably force Sheikh Mo to make 
hard choices about developer NaJdieel and other troubled en ¬ 
terprises, Some in Abu Dhabi will even want to see Dubai pay 
for its profligacy by turning over stakes in major assets. The 
two sides “will sit down andsaythisis sustainable, this 
says Hasliem Montasser, Dubai-based managing director of 
EFG-Hemies l the leading regional investment bank, “I am 
sure there will be differences/ 1 
Until Dubai cleans up its act T it will be much harder to find 
the money needed to keep building the new highways, the 
public transit system, and other big infrastructure projects 
that have helped give it its edge. Already businesses in the 
emirate say it’s tough to line up bank credit , and that won’t 
ease anytime soon, “We are expecting it to be very difficult for 


SAUDI ARABIA 

Has become a world leader in 
petrochemicals via joint ventures 
with Shell and E)«onMobil, 
Expanding into plastics, steel, and 
auto parts. Has opened up invest¬ 
ment banking in an effort to attract 
foreign capital and aims to build a 
half-dozen new cities with sprawl¬ 
ing industrial parks and housing 
for hundreds of thousands of 
workers. 
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Sheikh Mohammed bin Rashid A 1 Maktoum wanted to turn 
Dubai into the next London or Hong Kong’ a global hub for 
finance and tourism. To help execute his vision，the ruler re¬ 
lied heavily on Dubai World, the web of state-owned compa¬ 
nies that includes everything from DP World, which operates 
49 ports across the globe T to property developer Nakheel to 
investment arm Istithmar World* Unlike Abu Dhabi t the 
wealthy emirate to the southwest, Dubai had little oil pro¬ 
duction to fuel its efforts. Instead^ lenders poured more than 
$100 billion into Dubai, at least $34 billion of which went to 
Dubai World. 

Now, Dubai World is at the center of the mess in the emir¬ 
ate. Executives at the holding company are scrambling to 
renegotiate $2b billion in debt, which the govenunent said it 
may not back. The clock is ticking: Roughly $3.5 billion of the 
debt comes due on Dec. 14. a Dubai World is an example of too 
big to fail but also too big to guarantee/ 1 says Rachel Zkmba, a 
senior analyst at Roubini Global Economics, a research firm. 
Dubai World declined to comment. 

Regardless of the outcome, Dubai World may have to temper 
its global ambitions. Already，advisers are assessing the port- 


DUBAI’S 

WORLD 

Here r s a glimpse 
of what's inside 
the conglomerates 
collection of busi- 





CRAZYQUILT i 


OF ASSETS 


By Jonathan Keehner and Serena Saitto 


What Dubai World, the network of 
companies at the center of the 
emirate’s mess，could put on the block 


Dubai-based entities to raise money 厂 says Farouk Soussa, 
a Standard & Poor’s analyst in Dubai. 

Given Sheikh Mo’s missteps in the current crisis, he may 
find himself increasingly under the thumb of his neighbors 
in Abu Dhabi. It hasn’t gone unnoticed that solo portraits 
of him on billboards in prominent locations across Dubai 
have been replaced by signs showing both the Dubai leader 
and Sheikh Khalifa, 

Dubai may no longer be allowed to run an independent 
foreign policy. Sheikh Mo haslongkept the city-state close 
to Iran—and tapped into its capital — while most other Gulf 
states see the Islamic Republic as one of their greatest ene¬ 
mies. And Abu Dhabi, which worries that the U, A.E.is los¬ 
ing its character due to excessive immigration r may push 
to tighten up on visas for visitors from Iran f Russia, and 
elsewhere- “The entire U-A.E. will gravitate toward Abu 
Dhabi/ 1 says Ian Brermner, president of New York-based 
risk consultancy Eurasia Group, 'That means Dubai will 
become more conservative socially and politically. Dubai’s 
branding will be toned down." 

“DON’T COUNT DUBAI OUT” 

That toned-down branding means the emirate will sure¬ 
ly rein io some of its excesses. Although the skyline and 
palm islands won't disappear, further over-the-top de¬ 
velopment will likely be put on hold. The city-state has 
^realized it’s no longer about building the world’s tall¬ 
est tower 广 says Sand Masud, research chief for Swiss 
bank UBS. “Now it’s about Dubai/s legacy and its long¬ 
term future.” And the crisis could help spur greater 
transparency—admittedly the weakest part of Dubai T s 
economic model, says David Kirsch, an analyst at Wash¬ 
ington-based consultancy PFC Energy, “This will put 
more pressure on Dubai to tighten up on regulations and 
improve governance^ Kirsch says* 

It is also hard to see Dubai losing its role as the region’s 
leading business hub. It’s true that Qatar’s Doha，Abu 
Dhabi r and even the Saudi capita^ Riyadh, are scoring 
some successes in attracting banking and other busi¬ 
nesses. And with greater access to capitalt they 11 be able 
to close the infrastructure gap with Dubai. But few expa¬ 
triates are going to want to settle in those places, which 
don’t really want lots of foreigners and their unfamiliar 
ways anyhow. 

While Dubai T s current problems may be severe, the vi¬ 
ability of its economic model remains sound* Demand for 
business services is down now, but it will surely bounce 
back once the credit crunch eases, “Don’t count Dubai 
out，” says Carlyle Group co- founder David Rubenstein. i( It 
has world-class infrastructure^ a high- quality talent pool, 
and will continue to be an important financial center for 
decades to come 尸 Singapore T wliich has served as an inspi¬ 
ration for Dubai, learned from the crash of 1997-1998 and 
emerged much stronger from it. Dubai, too, now has the 
opportunity to take lessons from its mistakes and thrive 
once again . 丨 bwi 

-With Viman 5 aJama ? Arif Sharif] Anthony DiPaola, Jason 
Kelly f Rochelle Garnerj and Jonathan Keehner 
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folio to figure out what hoidings can be sold to raise cash. The 
conglomerate likely will retain control of its infrastructure as¬ 
sets sucli as the ports, which are the emirate^ crown jewels. 
But its global real estate and retail holdings maybe auctioned 
off to the highest bidder. Abu Dhabi may go after some pieces 
in exchange for bailout money，say analysts. 

“SOVEREIGN HALO” 

The blurry lines between Dubai World, the corporate entity, 
and Dubai, the sovereign state, only make the restructur¬ 
ing process more unpredictable than that of a typical private 
company* In the end, the fate of Dubai World may be deter¬ 
mined by the families that have governed the region for over a 
century^ rather than investment bankers on Wall Street. “This 
may just come down to one sheikh calling another,” says a se¬ 
nior adviser^ who’s currently working with Dubai World. 

Dubai Worlds debt might never have hit such unsustainable 
levels if bankers had peeked behind the curtain. But most fig¬ 
ured the emirate, or it s neighbor Abu Dhabi, would bail out the 
businesses if they ran into financial trouble. The belief was so 
strong that both lenders and Dubai World executives referred 




CityCenter in 
Las Vegas ： 
Dubai Woffd got 
in at the peak of 
the credit boom 


to the “sovereign ha!o n around the enter¬ 
prise. “Lenders weren’t iooking too hard 
into what entity was actuaiiy backing the 
debt/’ says Eckart Woertz T an economist at 
the Gulf Research Center in Dubai “There 
was an implicit sovereign guarantee, which 
the government didn’t discouraged 

Internal documents only underscored 
that notion. Deaimakers that worked 
with creditors relied on a highly compli- 
cated f labyrinthine chart detailing Dubai 
World and all its related entities. “It ? s a 
bowl of spaghetti in terms of their cor¬ 
porate structure/ 1 says a top U.S, execu¬ 
tive with extensive dealings in the region* 
“There are so many different companies 
and companies within companies-” But 
the document pointed to one reassur¬ 
ing thing: The Dubai government owned 
100 % of Dubai World, 

Lender s that did try to dig into the orga¬ 
nization got a fuzzy picture, Dubai World 
didn^t typically disclose its complete port¬ 
folio or provide financials to any of its creditors. “The banks 
understood that regular, fuliy audited reports from Dubai 
World were simply not available and not to be asked for，” says 
Chris Turner, a former director of risk and asset management 
at Istithmar World. He estimates that Western banks gave 
Dubai World at least $15 billion in 2006 and 2007 without 
looking at the numbers* Turner, who was found guilty in ab¬ 
sentia of embezzlement last month，maintains his innocence 
in the matter: fully intend to litigate and defend my actions 
in a court of good standing n outside of Dubai. 

Even Dubai Wo rid didn’t know exactly what it owtied^ ac¬ 
cording to Turner. In 2007 he started to build a list of all the 
real estate holdings at Istithmar World, including their cur¬ 
rent value* His team spent almost a year on the project, a task 
that Turner said should have taken a few months. Some loan 
documents and sale agreements were found In a file cabinet 
in an office that had been empty for months, “Being a risk 
officer there was like nailing jelly to a wall 厂 he says. In a re¬ 
cent report on the debt restructuring published by Moody’s 
Investors Service, the credit rating agency refers to the ^lim¬ 
ited availability of information regarding the consoiidated 
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DP WORLD 

One of the largest 
port operators in the 
world, it raised $5 bil¬ 
lion in an mitial public 
offering—the largest 
in the Middle East at 
the time. 


PERELIA 

WEINBERG 

Istithmar plowed 
$100 million into the 
advisory firm and its 
investment business, 
which were founded 
by ex-Morgan Stan¬ 
ley Vice-Chairman 
Joseph Perella and 
Goldman Sachs 
partner Peter Wein¬ 
berg, 


CITYCENTER 

Dubai World and 
MGM Mirage are 
partners on this 
$8.5 billion Las 
Vegas development, 
which includes 67 
acres of hotels and 
condominiums as 
well as a casino and 
a shopping center. 


BARNEYS 
NEW YORK 

In 2007, Istithmar 
spent nearly $1 
billion on the retailer, 
which is struggling 
to pay its debt. 
Hedge fund Perry 
Capital, whidi owns 
some debt, has 
been approached 
by outside investors 
about a takeover. 


W UNION 
SQUARE 

Dubai World, which 
paid a pricey $1 mil¬ 
lion per guest room 
for New York's W 
Union Square, may 
lose control of the 
hotel when some 
of its debt goes to 
auction this month. 


PALM 

JUMEIRAH 

Nakheel, the Dubai 
World developer 
that risks default¬ 
ing on more than 
$3 billion of debt 
this month, built 
the palm-shaped 
island off the Dubai 
coast. The tourist 
destination features 
a shark-fifled lagoon. 
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Pslm iumeirah: 
Developer 
Nakheel Is at 
risk of defaulting 
on its debt 


finances and debt burdens of state-owned enterprises" 
Despite the lack of transparency^ Dubai World had no prob¬ 
lem borrowing money, Britishfinancial firms, including Royal 
Bank of Scotland and HSBC, arranged about $4.4 billion of 
the conglomerate's loans, according to a report by Bank of 
America Merrill Lynch. HSBC and Royal Bank of Scotland 
declined to comment. 

OPPORTUNISTS ARE CIRCLING 

Dubai World used the cash to fund a flurry of purchases. Eut 
dealmakers did so at the height of the credit boom, paying a 
premium for their global aspirations. The company shelled 
out $665 million for two New York hotels, the W Union Square 
and the Mandarin Oriental r whose sale prices each broke a local 
record of $1 million per guest room, according to Real Capital 
Analytics- It also has a 50% stake in CityCenter, a resort and 
casino development 00 the Las Vegas Strip that’s opening this 
month. “They defined the peak of the real estate bubble/ 1 says 
Dan Fasiilo^ managing director of Real Capital Analytics, 

Now pieces of the portfolio may be sold to pay off creditors* 
A group of outside advisers is working with Dubai World to 
assess the damage and figure out the next steps. For example, 
AlixPartners, a New York restructuring firm, is dealing with 
the various businesses owned by Dubai World on potential di¬ 
vestitures and layoffs* “The advisers will review Dubai Worlds 
portf olio, focusing on assets where there is still equity that can 
be sold as well as those that are burning through cash f n says 
Fasulo, In a statement, the conglomerate saidPort&Free Zone 
World (the parent of DP World) T Infinity World Holding, and 
Istithmar World would be excluded from the debt restructur- 
mg because of the units r “stable financial f0oting P 
CityCenter^ the largest- ever privately financed construction 
project in the U,S” may be one of the easiest assets for Dubai 
World to sell. The $8.5 billion project has a relatively small debt 
load* That could make it more appealing to prospective buyers 
than other assets in the conglomerates portfolio. 

Some properties may be wrested from Dubai World’s con¬ 
trol, Troubled loans backed by the W Union Square will be 


auctioned tliis month- The winner could 
use them to gain control of the luxury 
hotel, according to Real Capital Analyt¬ 
ics. The Mandarin, which is suffering from 
the slump in tmvd, may not have enough 
money to cover debt payments T say ana¬ 
lysts. If the hotel does fall behind, pieces of 
the debt maybe up for grabs, too. 

Already, opportunists are circling. Pri¬ 
vate equity firms, such as Los Angeles 1 
Colony Capital and Starwood Capital in 
Greenwich, Conn., are checking out real 
estate, according to people familiar with 
the matter. Hedge fund Perry Capital, 
which owns debt backed by Barneys New 
York, has been approached by investors’ 
including Toronto department store Holt 
Renfrew, about a takeover of the retailer, 
Dubai World will have to be cautious 
not to unload assets too quickly in the 
current enviroomeiit, “Any desperate lire sale would further 
limit the amount of cash they can raise" says Ziembaof Rou- 
bini Global Economics, Regardless, Dubai World faces some 
steep losses 00 any sales. The company paid $l billion for 
Barneys in 2007. Earlier this year bankers valued the retailer 
at less than half that- 

Abu Dhabi likely will keep close watch on the process. The 
emirate, which has agreed to provide as much as $15 billion in 
financial support to Dubai, may offer additional funds to its 
profligate neighbor. There maybe strings attached this time. 
Some analysts think the capital of the United Arab Emirates 
may ask for equity in some assets, cherry-picking those that 
fit within its own regional dreams. That could include parts 
of the infrastructure assets, including the ports. “Abu Dhabi 
is standing by Dubai, but it won’t be giving a blank check,” 
says Philip Lotter’ a senior vice-president at Moody 's. “It has 
drawn a line in the sand.” I B Wi 

-With Beth jinks and Pierre Paulden in New York and Viyian 
Salama in Dubai 
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Read, save^ and add content on 
BW’s new Web 2,0 topic network 


Thin-Skinned Sheikh 

Even as Dubai has tried to build an image of itself as a 
modern, open city T its leadership has demonstrated a low 
tolerance for outside criticism. Several media outlets 
reported that authorities tn the United Arab Emirates 
blocked distribution of the Nov. 29 edition of Britain% 
Sunday Times, The paper carried a story on the Dubai 
crisis, along with a photo montage showing ruler Sheikh 
Mohammed bin Rash Ed Al Maktoum adrift in a sea of debt. 

To view the Sunday Times story, go to http://bx, 
business wee k.com/dybai- b u si ne ss/refe rence/ 
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CAN THIS MAN SAVE 




Tim Armstrong may have the toughest job in media—trying 
to teach an old digital dog the new tricks that will make it 
relevant to users and advertisers 


By Tom Lowry 

Photography by Brad Trent 


Tim Armstrong needs a new hip. Two decades ago the AOL 
chief executive absorbed a crushing hit on a high school foot - 
bell field* Over the years his discomfort worsened, and a few 
months ago his doctor told him that he should seriously con¬ 
sider a replacement* Armstrongs who is just 38, wasn『t hav¬ 
ing any of it. He’s too busy saving AOL，which on Dec. 10 will 
finally separate from Time Warner^ bringing to a merciful end 
a dysfunctional marriage that lasted nine long years* 

Armstrong may well have the most difficult job in media. 
Mention AOL T and people think: The Worst Deal of All Timef 
Ask them what AOL does nowadays, and most will say: I have 
no idea, “Tim needs to articulate the value 
For Armstrong, 0 f AOL T ^ says Robert W* Pittman, a former 
: he kev to A0Ls AOL Time Warner chief operating officer. 

turnaround , . ■ 

is original a He needs a strong selling proposition.” 

content Since leaving Google eight months ago to 


run AOL, Armstrong has busied himself coming up with one. It 
goes something like this: AOL is not some dot - com has -been 
selling Web access and e-mail, IVs a digital media colossus 
with 80 Web sites churning out everything from personal fi¬ 
nance advice to bedroom tips for women. With 100 miliion 
unique monthly viewers, Armstrong asserts, AOL has what 
it takes to lure blue-chip companies eager to reach multiple 
audiences with one ad buy* 

Sounds great j right ? And it might just work. But consider 
the challenges. Armstrong faces a landscape populated by gi¬ 
ants, such as Yahoo! T Microsoft, and Barry Diller^s I AC, and a 
slew of startups — all pushing their own content. Phis，Yahoo 
and Microsoft attract more eyeballs than AOL. And while 
Armstrong says content is at the heart of his strategy, AOL al ¬ 
ready tried that and failed. What^s more, right now, advertis¬ 
ing-supported content, according to one estimate, generates 
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only 30% of AOL profits. Meanwhile, AOL employees, having 
endured multiple layoffs and strategies over the past decade, 
are demoralized and weary of yet another makeover. So, yes, 
the hip operation can wait. “This is a challenge ^ i know that,” 
says Armstrong, a first-time CEO. ^ We have to create a com¬ 
pany that doesn’t settle for mediocrity^ 

Armstrong^ arrival at AOL marks the latest chapter fora 
company that over the past 25 years has gone through mul¬ 
tiple permutations. When it was founded in 1985, it provided 
software for Commodore computers; a decade later it had 
morphed into America Online. AOL introduced millions of 
Americans to the Web t and the slogan, “You’ve got mail/ 1 
embedded itself in the popular culture. As AOVs stock took 
off, hubris set in, and the boyish CEO, Steve Case^ devei- 
oped a burning ambition to acquire Time Warner, one of the 
world’s most powerful media companies* The deal closed 00 
Jan. 11 T 20 Oi ， amid much talk of synergies* We all know what 
happened next: AOL Time Warner shareholders watched 
helplessly as $100 billion-phis in value evaporated. 

STANDING OVATION 

After that, AOL stumbled along, adopting one strategy only 
to jettison it for another. Meanwhile, the likes of Yahoo, 
Google, My Space T and Facebook came to define the Web, 
Finally, earlier this year. Time Warner CEO Jeffrey L, Bewkes 
Iiad had enough. And Bewkes, who had criticized the merger 
back when he was running Time Warner’s HBO, set in mo¬ 
tion the long-anticipated divorce. He hired Armstrong as 
CEO. The choice was widely applauded because during nine 
years at Google ? most of them as head of U.S. ad sales t Arm¬ 
strong had made peace with Madison Avenue s then deeply 
suspicious of Google’s motives. By doing so T he helped turn 
the search giant into a $20 billion advertising juggernaut. 

On Mar. iy r a rainy St. Patrick’s Day, Armstrong made his 
AOL debut before i^ooo staffers packed into a large tent out¬ 
side the original Dulles {Va-} headquarters. Case and former 
AOL Vice-Chairman Ted Leonsis spoke first. They took pains 
not to dwell on what might have been but on how Armstrong 
would transform AOL. Then Armstrong, an imposing six- 
foot-fonr T took the podium. Tlie crowd, some wiping away 
tears, gave him a standing ovation. A few days later he report¬ 
ed for duty on the fourth floor of the Wanamaker Building in 
downtown Manhattan and got busy figuring out howto turn 
AOL into a 2ist century media company. 

AOL faces a classic business conundrum: The original en¬ 
terprise (selling Web access} is dying’ but the new operation 
(selling ads) isn 7 t big enough to replace it , AOL still has about 
5 million subscribers but is losing several hundred thousand a 
year. Recently, the company has made up for the loss in sub¬ 
scriber revenue by cutting costs. Then came this yearns ad¬ 
vertising drought. For the first nine months of 2009^ AOL T s 
revenues dropped 24% t to $2,4 billion，while operating profits 
shrank 34% T to $765 million. The picture doesn^t get any rosier, 
Over the next three years，according to estimates from equity 
research outfit Sanford C. Bernstein, operating profits will 
continue to decline, by 10%, to $8So million- You can see wliy 
Armstrong is under enormous pressure to rev up advertising* 

When Armstrong took over the comer office, he was shocked 


to discover that AOL had stopped doing the most basic things. 
Nearly three years had passed since it did any market research. 
In fact, AOL had been without a chief marketing officer for 12 
months. "We were dark for a very long time/’ says a senior 
executive who is helping find a new CMO. In those first days 
on the job, Armstrong relied on his gut. He came to believe he 
needed to reach three kinds of people. There are old-timers 
who still use AOL e- mail and regularly visit AOL news, music, 
and entertainment sites. There are younger people who hang 
out at pop-culture sites like FanHouse, Stylelist, Spinner, or 
PopEaterbut have no clue that AOL owns and operates them. 
The last group are folks who simply gave up on AOL. 

To find out how people perceive AOL, Armstrong hired ad 
giant Leo Burnett to conduct surveys among 5,000 people 
aged 18 to 65, Burnett found that most people are aware of AOL 
but lack strong feelings about it. About half said they didn’t 
know what AOL did anymore* “AOL has the awareness" says 
Pittman. “It just has to drive out the fuzziness/ 1 

Armstrong went looking for answers. In his first 100 days, 
he visited 16 cities around the world. By his count T he has spo¬ 
ken with 10,000 people—employees^ advertisers^ investors, 
even people he meets at conferences* He has reached out to 
fellow executives. David}. Stern ^ a friend and commissioner 
of the National Basketball Assn*, told him not to be afraid of 
experimenting. Mickey Drexler, the CEO of J.Crew，also head- 
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quartered in the Wanamaker building, 
regularly drops by. He told Armstrong 
to listen to customers and workers* 

Armstrong has become a student of 
corporate turnarounds. A favorite case 
study: Apple’s resurrection. He asks 
employees to read a 1996 Business Week 
cover story about Apple headlined “The 
Fall of an American Idol" a dour view of 
the company before Steve Jobs’ return. 

Armstrong has taken much of his road 
map from the Apple turnaromid f wliich he sums up as: “New 
products and services that people find necessary^ 

What he means by that is content—news t politics, sports, 
music. But isn/t the world awash in content? Yahoo, arguably 
AOL’s closest rival, has many similar sites. Yahoo and its ilk ， 
however, are mainly aggregators, taking others 1 stuff and sell¬ 
ing ads against it. Armstrong aims to stand out from the crowd 
by creating original content* A year ago, AOL licensed op to 
80% of its content; today, the company says, it generates So%. 
Bill Wilson, AOL’s content chief, has exploited traditional me¬ 
dia's implosion to hire seasoned journalists. Their expertise 
and voices, Armstrong believes^ will enhance AOUs sites— 
and the brand- Each week some 30 AOL editors appear on TV 
and radio to talk about their areas of specialization. Of course, 


AOL once had access to Time Warner’s 
original programming andjournaiism T 
and that didn ’ t get it very fan 

As local newspapers wither away, 
AOL is positioning itself as the go-to 
source for local communities. Its main 
vehicle is Patchxom, a collection of 
sites with a hyperlocal focus that AOL 
acquired in June. {Armstrong was an 
investor but agreed not to take a profit 
on the sale.) The sites T each operating 
under a single editor^ offer local news and sports, restaurant 
offerings, and events- AOL operates 25 Patch sites in towns 
with populations of 15,000 to 50,000, It plans to have hun¬ 
dreds more up and running in the next year. The idea is to 
lure national advertisers keen to reach local consumers. So 
far’ though, advertisers are mostiy local — colleges, arts cen- 
ters, florists, and so forth. And a lot of other players T includ¬ 
ing Topix, a venture by McClatchy, Gannett ? and Tribune, axe 
vying for the hyperlocal market. 

E-mail may seem a sideshow these days, but AOL says it 
drives people to its sites, particularly since visitors see a page 
of headlines hawking AOL content whenever they sign on. 
While instant messaging remains popular, regular AOLe- mail 
lost 15% of its U,S, market share in the last year to the likes of 
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IN DEPTH 


Yahoo and Google. To help reverse those trends, Armstrong ： 
recriiited Brad Garlinghouse^ a former Yahoo executive who 
helped the portal go from No. 3 to No. 1 in e-maiL One of the 
first things he did was reduce the advertising on AOL e-mail 
by 60% to eliminate the annoying dutter- He also ditched a 
bunch of obnoxious rules that had chased away many AOL 
e-mail users. When somebody canceled an account, for ex¬ 
ample, AOL didn't allow anyone else to use that name. Now 
it does. Also, AOL e-mail users could never put a period or an 
underscore in their addresses* Now they can. 

Attracting eyeballs is just half the challenge. Armstrong 
needs to get advertisers to follow—and fast. To help sell the 
new AOL to Madison Avenue, Armstrong poached a Google 
colleague named |eff Levick, calling him during a family va¬ 
cation in St, Bart f s to make his final and ultimately success¬ 
ful pitch- A former mergers-and-acquisitions lawyer, Levick 
brought with him valuable contacts，a clear sense of Arm¬ 
strong^ thinking, and a commitment to do for brand advertis¬ 
ing at AOL what he had done for search advertising at Google. 

Shortly after he started in April’ Levick concluded AOL had 
too much advertising inventory—industry lingo for places to 
put ads. He and Armstrong agreed the over supply was hurting 
the rates AOL could charge adver¬ 
tisers. So Levick did something 
unusual: He cut the number of ads 
on the home page from 10 to one. 

“Yon raise the quality/ 1 Levick 
says, “and charge a premiumIs 
it working? He isn’t saying. 

These days companies expect 
data proving that their ads are 
reaching the right people. Arm¬ 
strong wants to go a step further 
by giving advertisers real-time in¬ 
formation so they can tweak their 
messages on the fly. Once again 
AOL looked to a Google alum, tills 
time Shashi Seth, whose job had 
been to wring as much money out 
of ads as possible. Seth gat hexed 55 
computer scientists and ordered 
them to design algorithms that 
can do things like predict when 
demand for specific products and 
services peak. Intrigued by the 
technology, ad buyer Interpublic 
Mediabrands struck a strategic 
partnership with AOL in October. 

Interpublic will share resources 
and research, as well as take ad¬ 
vantage of AOL technologies. 

“What we’re seeing here is a very 
novel approach to advertising 
says QueDtin George, Interpublic 
Mediabrands T chief digital of¬ 
ficer. “We T re excited about how 
they are looking at consumer de¬ 
mand when it comes to content.” 
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WHERE ARE THEY NOW? 

AOL CEO Steve Case and Time Warner CEO Jerry Levin 
were the architects of what many consider the worst 
deat in history. Within two years, Levin had left the com¬ 
pany, and Case had relinquished his operating roJe. 


STEVE CASE 

Case, 51 T runs investment 
firm Revolution t whose 
stakes include health-care 
and resort companies. 

He recently sold a unit, 
Revolution Money, lo 
American Express for 
$300 million. Case^nd 
his wife, Jean t oversee the 
Case Foundation, which 
focuses on health care 
and the environment. He 
remains an apostle of the 
transformative potential 
of technology, relentlessly 
twittering his message. 



As his team works feverishly burnishing old strategies 
and creating new ones, Ai'instrong^s big push in tile coming 
months will be selling the world on AOL, the biand. He doesn't 
believe it will happen with a flashy TV ad campaign. “We don^t 
want to put lipstick on a pig T ” says one of his aides* Instead, 
Armstrong believes AOL needs to approach consumers with 
humility: Yes 『 the company lost its way T but now it has plenty 
to offer. How will he get the message out? “Listen/’ says Arm¬ 
strong, “we have 100 million unique visitors every month, so 
that is a huge opportunity to spread the word. T? 

CONVmCIHG INVESTORS 

Unlike some of his predecessors, Armstrong seems unafraid 
to hitch sites to the AOL brand. “In the past, [our] services 
were like little speedboats racing away from the AOL name 厂 
he says. So does AOL T s popular sports site FaiiHouse become 
AOL FanHouse? StiU to be determined. “You mayor may not 
see the AOL name on the title of our sites，but you will begin to 
see a more consistent effort to promote the AOL brand on the 
sites themselves 厂 says Wilson- While some people wouldn’t 
be turned off by having AOL attached to sites, it could hurt 
others. For example ^ consumers said if the Politics Daily site 

added the AOL name they might 
think the site is biased, 
Armstrong is stressing all of 
this as he embarks on a 10-city 
U.S. road show. If consumers are 
apathetic about AOL, investors 
are bitter. Having been burned 
by the AOL Time Warner merger, 
money managers may require the 
hardest sell of all. Armstrong be¬ 
lieves that simply being separated 
from Time Warner will put a lot 
of the ill will behind AOL. “Why 
would I buy AOL ?〃 asks a large 
media investor. “It would largely 
be a bet on Tim, given what he 
was able to do at Google" AOL 
may never again be a $70 stock* 
And by some estimates^its market 
cap will be about $3 billion. That 
not enough to make it into the 
Standard & Poor’s 500 T meaning 
AOL won't be able to tap the in¬ 
vestors who buy that index. Still, 
Armstrong says AOL will have a 
chance to show Wall Street that it 
is the media model of the future. 
Needless to say t skeptics abound* 
Armstrong knows he doesn’t 
liave much time to prove his case 
before AOL is written off as a 
legacy brand. That \ why for now, 
as much as Ms old injury hobbles 
him on his worst days, the occa¬ 
sional actipiincture treatment will 
have to do, BW; 


JERRY LEVIN 

After leaving Time 
Warner, Levin, now 70, 
transformed himself, get¬ 
ting a tan and sheddhg 
lots of weight Levin was 
once described as a 
Machiavellian workaholic 
who became increas¬ 
ingly paranoid that Time 
Warner would be left in 
the dust of the emerging 
digital age. Today, he's a 
director of the Mognview 
Sanctuary, a holistic 
healing center in Santa 
Monica, Calif. 


Case and Levin if* 
2000 announcing 
the merger of 
AOL and Time 
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048 Hordes of marketing “experts” 
are promoting the value of wikis, 
social networks, and blogs. All 
the hype may obscure the real 
potential of these online tools 

BEWARE 
SOCIAL MEDIA 
SNAKE OIL 


By Stephen Baker 

Illustrations 
by David Plyfikert 



For business, the rising popularity of Facebook, Twitter, and other social 
media Web sites presents a tantalizing opportunity- As millions of people 
flock to these online services to chai T flirt, swap photos, and network, com¬ 
panies have the chance to tune in to billions of digital conversations. They 
can pitch a product, listen to customer feedback, or ask for ideas. If they work 
it right, customers might even produce companies 1 advertising for them and 
trade the ads with friends for free. Starbucks^ Dell，and Ford Motor have ail 
(estilled to the magic social media can create. ^ Bui the same tools carry 
risks. Employees encouraged to tap social networking sites can fritter away 
hours ， or worse. They can spill company secrets or harm corporate relation- 
ships by denigrating partners. What’s more, with one misstep, one clumsy 


entree, companies can quickly find themselves victims of the 
forces they were trying to master. Thousands of bloggers at - 
tacked Motrin last year because of an advertisement from the 
Johnson & Johnson brand they found demeaning to mothers. 

Over the past five years, an entire industry of consultants 
has arisen to help companies navigate the world of social net¬ 
works, blogs, and wikis. The self-proclaimed experts range 
from legions of wannabes, many of them refugees from the 
real estate bust, to industry superstars such as Chris Brogan 
and Gary Vaynerchuk. They produce best-selling books and 
dole out advice or lead workshops at companies for thousands 


of dollars a day. The consultants evan¬ 
gelize the transformative power of so¬ 
cial media and often cast themselves as 
triumphant case studies of successful 
networking and self-branding* 

The probIem T according to a growing 
chorus of critics, is that many would-be 
guides are leading clients astray. Con- 
sultants often use buzz as their domi¬ 
nant currency f and success is defined 
more often by numbers of Twitter fol¬ 
lowers, blog mentions, or YouTube hits 
than by traditional measures, such as return on investment. 
This approach could sour companies on social media and 
the rich opportunities it represents, “It’s a bit of a Wild West 
scenario/ 7 blogs David Armano, a consultant with the Dacliis 
Group of Austin, Tex. Without naming names，he compares 
some consultants to “snake oil salesmen.” 

Critics complain that many of the new experts have ad¬ 
opted an orthodoxy that provides little flexibility for differ¬ 
ing situations—or outcomes. Their pronouncements follow 
a rigid gospel: Be transparent, engage with your customers^ 
break down silos. Yet these strictures don ’t always make busi - 
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ness sense, Adam Kmiec，director of interactive marketing at 
Marc USA in Pittsburgh, tells of a company he met with that 
got much of its revenue from the Defense Dept, and had allo¬ 
cated $4 million for social media. “What do you hope to get?” 
he asked them. Ultimately, the client decided the privacy- 
obsessed Pentagon may not be thrilled with a supplier pub¬ 
licizing itself through Twitter 

FURY VS. BUZZ 

Scrutiny of the hype merchants is picking up* Rob Spencer, 
senior research fellow for idea management at drug giant 
Pfizer, mingles frequently with social media vendors and 
consultants as he looks for ways to amplify the company’s 
brainpower. He urges caution. “You have to tread your way 
carefully and have your E.S, sensors up 厂 he says. lt l call them 
innovation hippies. ^Here T s my book for free. Won’t you hire 
me for $500 to nm some workshops? 

Social media consultants^ own promotions can collide, 
on occasion, with those of their customers. Take the case of 
James Andrews, who was working early this year at the PR 
firm Ketchum. As a consultant, he helped companies such as 
Newell Rubbermaid, Monster Worldwide, and FedEx work out 
their strategies for blogs and the microblogging service Twit¬ 
ter. On landing inMemphis for FedEx meetings, he says he had 
an ugly nm -in with a racist at the airport and twittered that he 
would “die if be had to live” in the city, Tlie tweet produced an 
outpouring of blogged fury from FedEx employees and a fast 
apology from an embarrassed Ketchum. But for Andrews, the 
tweet generated buzz and may even have boosted his brand. 
lt lt helps me today 厂 he says. “I use it as a case study. It creates 
authenticity" In Jmie T Andrews left Ketchum to launch a bou¬ 
tique consultancy, Everywhere. He helps Macy ? s T CNN, and 
Jane Fonda promote their brands and monitor their audiences 
on Facebook, blogs, and Twitter. 

Skeptics can draw from plenty of examples of social media 
experiments run amok- Consider Saatclii& Saatchi T sill- Med 
promotion for the Toyota Matrix. Targeting young men, a de - 
mograpliic known to resist traditional advertising, Saatchi's 
social media team last year created a campaign based on the 
pranks of the popular MTV show Punk 7 d. According to the 


plan, a prospective buyer of a Matrix would single out a friend 
to be the target of a prank. The promise: a bit of feai' a lot of 
laughs, and perhaps a groimdswell of free marketing across 
Facebookj My Space T and Twitter. 

Amber Duick, one of the targets in the short-lived cam¬ 
paign, says she received a series of e-mails from a fictitious 
British soccer hooligan named Sebastian Bowler. He said he 
was coming to visit her and bringing along his pit bull. He had 
a My Space page where he bragged about “drinking alcohol to 
excess' 1 md participating in riots. One e-mail Duick received 
was a fake bill for damage to a hotel room wrecked by Bowler, 
He had left her e-mail address, the message explained^ as his 
contact info. Duick filed a $10 million lawsuit in October and 
says that to protect herself from the oncommg Bowler, she 
slept with a machete by her bed* “She was terrified/ 1 says her 
kwyer, Nicholas Tepper- 

In a statement „ Saatchi and Toyota wrote that they would 
“vigorously defend against the claim/’ which is “entirely 
without merit 尸 They said the plaintiff had granted “her per¬ 
mission to receive campaign e-mails and other comnimiica- 
tions from Toyota.” 

CAN CHAGRIN BE GOOD? 

fames Cooper’ Saatchi digital creative director^ says social 
media T by their nature f are unpredictable, which makes them 
an easy target for critics. “Anyone who says This is going to 
work r h either lying or deranged ^ he says. He compares the 
riskmodel with venture capital, where one bet out of 10 might 
pay off richly, while the others struggle or even bomb. And he 
stresses the difficulty of measuring results* “If something^ 
got 20 million hits on YouTube, that’s a good tiling,” he says, 
“But what if half the comments are negative? … I don’t think 
anyone’s got a long-term case study yet.” 

While the marketing consultants focus on buzz and engage- 
ment T their in-house colleagues are trying to use social media 
to climige how companies operate. The goal of Enterprise 2.0, a 
descendant of the “knowledgemanagement” movement in the 
1 90s, is to reroute the information traveling through corpora- 
tions T undermining rigid hierarchies. Tools from Microsoft^ 
SharePoint T IBM’s Lotas Notes, along with pac kages from newer 


PROMISES AND PITFALLS IN SOCIAL MEDIA 

Consultants employ catcliphrases that often f^iil to distinguish between wlml works and wh^t doesn't 



benefit 

RISK 

Be transparent 

Openness breeds trust and benefits the brand, 
bring mg in friends and allies 

There were good reasons companies kept some of 
this stuff secret 

Listen to your customers 

Companies can get vafoabfe input of> product 
successes and potential problems 

Htrtng staff to use Twitter or Facebook can be an 
expensive exercise for little substantial gain 

Free is the future 

Companies butld communities around brands 
and find other ways to monetize products 

They grve away valuable products for free and 
watch revenues shrivel 


Embrace personal Companies urge employees to use social tools They fritter away time on Facebook end Twitter— 

brands and butitd connections beyond corporate walls and possibly spHI company secrets 
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companies such as Jive Software andSocialtext enable vast net¬ 
works to share documents and work together on projects. 

Yet the buzz around social media has led many companies 
to buy these systems before they’re ready to put them to work, 
Jennifer Okimoto, associate partner at IBM Global Business 
Services, says many corporations took the plunge into social 
media and now are sitting on loads ofuninstalled software* “rni 
working with a company that has made huge investments^ in 
social software, she says on a phone call from Switzerland, Yet 
only a small number of employees at the company use it. A For¬ 
rester Research study shows that despite buzz around Enter¬ 
prise 2-0, less than 1 5% of the knowledge workforce makes use 
of internal blogs T wikis, and other collaborative tools. “E-mail 
is still dominant T ” says Ted Schadler, author of the report. 

The economic situation is heightening the focus on ac¬ 
countability, “Companies no longer have fluff money” 
to experiment with, says Mark Turrell f chief executive of 
Imaginatik, a vendor of corporate knowledge management 
tools. “A lot of programs you launch and get good buzz. But 
now it’s all about outcomes/ 1 

The debates over buzz are leading to confrontations among 
consultants. In kte October，Marc USA’s Kniiec, a iittie- 
known figure in the indmtry t launched a blog attack against 
Chris Brogan, one of the towering chieftains of social media. 
President of consultancy New Marketing Labs，Brogan is an 
object of considerable envy: He boasts 110,379 followers on 
Twitter, has co-authored a new social media best-seller Trust 
AgentSf and commands top dollar on the speaking circuit. 

Kmiec wrote of Brogan: “He speaks welL He presents 


well.". Does that make him talented? Yes ‘ Does it make him 
smart? Yes* Does it make him an expert? No 厂 Kmiec asked 
Brogan for client case studies and metrics to prove his so¬ 
cial media success. Responding on Kmiec T s blog, Brogan 
dismissed the questions about his clients and social media 
metrics: “Is it an exacting marketing science? Not at all 
Partly because it’s so damned new that we^re inventing the 
case studies while we J re experimenting with what comes out 
of it. Are companies asking for more and more experiences 
with me to see if i[il work for them? Hell, yes.” 

DANGER OF A BACKLASH 

Many argue that a fixation on hard numbers could lead com¬ 
panies to ignore the harder - to - quaotify dividends of social 
media, such as trust and commitment, A Twittering em- 
ployee，for example, might develop trust or goodwill among 
customers but have trouble putting a number on it. ^There 
is this default assumption that return on investment is the 
correct measure for everything/^ says Susan Etlinger, senior 
vice-president at Horn Group t a San Francisco consultancy* 
“Everything needs to monetize within 12 weeks, so we can 
understand that we^e successful. But frequently the thing 
they’re measuring is misleading,” 

This can lead to confusion. The risk is that a backlash against 
the consultants’ easy promises could reduce social media in¬ 
vestments just as the industry takes off. Think back to the 
dot-com boom a decade ago. Soaring valuations were based 
initially on promise and hype. In early 2000, when investors 
started focusing on scarce profits, the market collapsed. But 
many companies drew the wrong conclusions* Believing the 
fall of a hyped market was a sign of the failed promise of the 
internet, they drew back on Internet investments* This hap¬ 
pened just as the technology was on the verge of living up to 
much of Its promise T dominating global communications, 
transformmg entire industries—and spawning social media. 
The best way to avoid a similar backlash today is for social 
media's practitioners, including thousands of consultants, to 
shift the focus from promises to results. It may be the only way 
to convert the skeptics—and flush out the snake oil. - BW) 


Business 


Exchange 


Read, save, and add content on 
BW's new Web 2,0 topic network 


Are You Clued In? 

The Cluetrain A^rf//esto ofl 999 t by authors Rick Levine, 
Christopher Locke, Doc Searls, and David Weinberger, 
set out the guiding principles of social media years before 
Facebook and Twitter existed Thanks to the book's 
popularity among Web consultants, some of the 
dedamtions now ^ound cliched, such asMarkets are 
conversations. 1 ' But others still offer surprising insights. 



For highlights from the book, go to 

http://bx.busi nes s weelccom/soc ral-med ra-marketing/ 
reference/ 
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Special Advertising Feature 


Industry Unites 
in Recession 



Its been a daunting year for the American people as 
we faced the worst recession since the Great Depres- 
siorr Businesses have folded under and unemploy¬ 
ment is at an all time high. Even the alcohol beverage 
industry has endured negative outcomes from the 
recession, although not nearly at the level of other 
industries. If the last year has taught us anything, \t's 
this: the beer, wine and spirits industry is absolutely 
resilient to tough economic times. Ws flexible and 
quick to adapt to changing consumer demand. As 
American consumers have morphed from the freer- 
spending, luxury seeking shoppers they once were 
into cautious, no-frills buyers searching for deals, the 
industry has changed too. 

“The downturn of the U.S. economy the past year 
has brought new challenges to our industry, but Tm 
proud to say that our wholesalers, suppliers and re¬ 
tailers hav/e showed continue strength in weathering 
the storm/ said Craig Wolf, ceo of the Wine & Spirits 
Wholesalers of America (WSWA). "There's no other 
consumer product that I know of that has this type of 
variety, selection and innovation. It p s a very consumer 
oriented system," 

Now that we J re in a recession, all three tiers are 
working together to bring value, which doesn't always 
mean price. It means a brand message, image or pack¬ 
aging - something that the consumer finds worthwhile 
and relatable. 

There are signs that the economy is turning around 
but until employment rebounds, bars, restaurants 
and nightclubs (on-premise) are unlikely to see a 
dramatic improvement. In the meantime, the alcohol 
beverage industry has been key in driving consumer 
traffic. Restaurants, for example, are offering happy 
hour specials to draw in consumers, hoping theyll 
buy a few appetizers with their drinks or even stay 
for dinner. The on-premise is expected to show a little 
improvement in 2010 and even more improvement 


“The challenges of the current economy 
offer a unique opportunity to push 
innovation to a new level. Wholesalers 
have become more creative, more 
strategic and more efficient allowing 
us to do business smarter and fasten 
with greater result/' 

Rocky Wiriz, chairman of WSWA 
and president of Wirtz Beverage Group 

in 2011, according to data released by consulting firm 
Technomic Inc, in November 

The good news is that home consumption is on 
the rise and the off-premise business (retailers) is 
stronger than ever. Non-traditional off-premise 
establishments such as drugstores and even dollar 
stores are looking to the industry to help grow profits 
and increase traffic in their stores. In order to help 
these businesses and boost their own margins, wine, 
beer and spirits suppliers are putting more emphasis 
at retail stores with eye-catching packaging, displays 
and promotions. TheyYe also introducing innovative 
new products and line extensions to meet consumer 
demand, such as pre-mixed cocktails, convenient 
packaging and new flavors. 


The Wine & Spirits Wholesalers of America (WSWA) 
is holding the first annua! 

“State of the Alcohol industry Briefing - 
Recession Tough, Recession Resilient ■” 

Beginning at 5pm on December 10 at the prestigious 
National Press Club in Washington D.C., top 
industry executives will offer their insights on the 
industry, followed by a gala reception. 





-J IB24 


MACAJ^T 

HIGHLAND SINGLE MALT 
SCOTCH WHISICY 


EIGHTEEN T£AR» 0U> 
EKCLL»MVELY MAIURKD IN ^ILICTHO 

mm oai: casks from jeret stm 

«MnClb tKlTlUIt)tM 1990 AMO IH KAlLFtl TlUtt 


* vn 

v：t M:\rnxmBvm 


rx 


of mconjam 


THE ICE. 

^ M MACALLAN 爲 SINGLE MALT 


WHAT EXTRAORDINARY 


LOOKS LIKE. 


THERE, UNDERNEATH 


o 

u 

< 


< 

u 


: E 

Ld 

X 


fj 2009 THE MACALLAN DISTILLERS LIMITED. THE MACALLAN h SCOTCH WHISKY, 43% ALC^VOL,, [MPORTE& BY REMV COINTREAU USA, INC., NEW YORK NY, PLEASE SAVOR RESFOKSiBLV. 
















54 


， _融。_ 

I ImnTi towmo 


WHAT’S NEXT 


MANAGEMENT & LEADERSHIP 


Philanthropy the 
Microsoft Way 

CEO Jeff Raikes is pushing the Gates Foundation to 
make big bets and demand measurable results 


By Jay Greene 

ACCRA，GHANA 

It T s lunchtime at the 
Ashongman School in 
Accra, the capital city of Ghana, and 
dozens of children in orange-and- 
brown uniforms file out to a serving 
table to pick up plates of jollof rice, a 
hearty dish with stewed chicken and 
tomatoes. 

As the kids sit down, Jeffrey S. 

Raikes approaches them with the air of 
a waiter checking to see if his custom¬ 
ers are enjoying their meal. “Do you 
like the rice?” he asks, as the kids stick 
their fingers into bowls to scoop up 
their meals in the dimly lit room. The 
kids nod l not entirely sure what to 
make of the stranger. 

Raikes isn't there to gauge if the 
menu is a hit, nor can the chief ex¬ 
ecutive of the Bill & Melinda Gates 
Foundation ciaim credit for the 
three-year-old Ghana School Feed¬ 
ing Program, Of the $2,8 billion the 
foundation doled out iast year, not a 
penny was spent on putting food in 
the mouths of these children. Imtead’ 
Raikes wants to learn why much of the 
rice eaten by the program’s partici¬ 


pants comes from Thailand instead 
of from farms a few miles away. If 
Ghana^s farmers can find buyers for 
their crops^ Raikes argues, they will 
have an incentive to make their land 
more productive and give this West Af¬ 
rican nations more secure food supply. 
“The real opportunity here is to create 
a stabilized market,” says Raikes. ^You 
can use the school feeding program to 
bootstrap those efforts.” 

“Bootstrap" k a word that Raikes 
uses a lot. To him T it means creating a 
virtuous cycle in which suppliers can 
build businesses around long-term 
alliances with a strong partner. For 
anyone who has ever worked with 
Microsoft，as Raikes did for 27 years 
before retiring and joining the Gates 
Foundation, it’s a familiar concept. 
The software giant created an ecosys¬ 
tem of partners that fed off Microsoft 
technology. Raikes is eager to import 
these ideas into the world of philan¬ 
thropy, In October the foundation 
said it would donate $15 million to 
the Alliance fora Green Revolution in 
Africa to help small farmers in Ghana 
and four other countries improve ac¬ 
cess to markets for their crops, among 



When Raikes left 
Microsoft, he was 
seen as its third- 
most-powerfuJ 
executive 


other things. 

When Raikes, 

51, took over the 
planet’s largest 
philanthropy from 


Patty Stonesifer a little more than 


a year ago, he was an unconven¬ 
tional and somewhat controversial 
choice. Other than giving away much 
of the fortune he had amassed at 


Microsoft—his stock was worth $400 


million when he stepped down as 
president of the Business Division in 
early 20OB— Raikes had no philan* 
thro pic pedigree* He lacked expertise 
in the Gates Foundation’s core areas 
of interest: improving health in devel¬ 
oping countries, eradicating poverty, 
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and improving high school graduation 
rates in the U.S, “He was an unknown 
quantity,” says Vartan Gregorian, 
president of Carnegie Corp M one of 
the country’s largest philanthropies. 

UNDERSTANDING BILL 

But Raikes has something few could 
match: a deep understanding of Bill 
Gates* That mattered to Gates* He 
wanted a chief executive who could 
adapt to his intense, often impatient 
style and bring a different approach to 
the world of philanthropy. “ We looked 
for somebody who wants to learn 
because a lot of things we’re doing are 
very novel,” says Gates. “We’re not 
just trying to do what’s been done in 


the past.” Raikes also had the chops 
to run a large and complex organiza, 
tion, having created the Microsoft 
Office word-processing, e-mail, and 
spreadsheet business, turning it into a 
highly profitable unit that brought in 
$19 billion the year he left. 

Now Raikes is reshaping the $34 bil¬ 
lion foundation, in the process giving 
it some of the characteristics that 
made Microsoft both revered and 
reviled. He’s encouraging many of 
his 781 employees to place big bets 
on innovations that might someday 
make it easy to, say, detect malaria 
or tuberculosis quickly. He has also 
pushed to make sure that his people 
focus on funding projects that can 


yield measurable results* And while 
Raikes is making efforts to improve the 
foundation’s image, he’s dearly com¬ 
fortable with using the organization's 
financial might to set its own agenda 
in trying to solve seemingly intractable 
problems. 

Raikes, approach isn’t likely to as¬ 
suage concerns that the 12-year-old 
foundation^ sway extends well beyond 
the funds it doles out. The huge pot of 
money it offers can shift the direction 
of research in a field. When it comes 
to global development, for example, 
the fomidation spends millions on the 
creation of new seed varieties that are 
resistant to specific pests and diseases. 
That’s a huge carrot for researchers, 
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keen to attract funding for their work. 
But it may come at a cost to simpler 
solutions like planting existing insect - 
repellent crops next to ones that are 
vulnerable* if They have a dispropor¬ 
tionate influence on the direction of 
agriculture research^ says Raj Patei, 
a visiting scholar at the University 
of California at Berkeley’s Center for 
African Studies. “There’s an oppor¬ 
tunity cost to what Gates is doing. He 
can spend his money however he likes, 
Butin doing so, he smothers [other] 
opportunities ■” 

Like his boss，Raikes isn’t cowed by 
criticism. Accusations that the foun¬ 
dation's overly influential^ unaccount¬ 
able, and arrogant are similar to the 
complaints that Microsoft weathered 
for decades as it dominated techdom. 
“The point here is not to get everybody 
to agree with our approach,” Raikes 
says. “We have to have the courage of 
our convictions/ 1 

Yet he also recognizes the need to 
solicit alternate viewpoints, even if he 
doesn’t follow them. Various govern¬ 
ments sued Microsoft for antitrust 
violations in the late 1990s. Critics 
say the actions that led to those suits 
reflected an institutional arrogance- 
u At Microsoft during the early 5 90s T 
we didn^t really feel like the politics 
associated with our industry should be 
on the radar 厂 Raikes says. u l think iKs 
very important to be in tune with what 
people are thinking about the founda¬ 
tion and make sure that we are viewed 
as a collaborative partner.” Earlier this 


Philanthropy to conduct a survey of 
the foundation’s current grantees to 
learn what it can do better. 

Raikes is also willing to spar with 
Gates. Toward the end of summer, 
Gates sent Raikes a memo express¬ 
ing frustration with the slow progress 
of one division at the foundation and 
suggested a reorganization, Raikes 


pushed back: "I said, ( So Bill, are you 
going to be the decision-maker, or am 
I T as the leader of this organization, go¬ 
ing to be the decision-mater? f ” Raikes 
recalls. Gates backed down, “If Bill gets 
intense/' Raikes says，“it doesn’t really 
ruffle my feathers.” 

Many who have worked with Raikes 
note that he’s quick to put people at 
ease* Back in Ghana, a day after visiting 
the Asliongman School, he traveled 
to Ayisa^ a tiny fanning village where 
about 65 families live in mud huts with 
thatched roofs and no electricity. As 
he sat with the locals to talk about the 
local farm radio station the founda¬ 
tion has helped fixiance, he pointed out 
that he grew up on a farm in Ashland, 
Neb. He didn f t mention that, while 
the Ayisa farmers scratch out what 
amounts to a living 
on plots of 35 acres or 
so, the Raikes family 
farm covers more than 
2,500 acres. But he 
did note that his fam¬ 
ily^ farm produces 8 
to 12 tons of corn per 
acre^ an eye-popping 
amount to the Ayisa farmers, who axe 
iucky to get a ton per acre and often 
produce much less, 

Raikes might have stayed a farmer 
had he not stumbled into the computer 
revolution as a student at Stanford 
University in the late 1970s- Back then, 
he learned howto program an Apple II 
to do complex economic modeling, 


something that 
helped land him a 
job with Appie. A 
few years later he 
moved to Mi- 
crosoft^ realizing his passion was in 
developing software. When he left r he 
was seen as the third-most-powerful 
executive behind Gates and CEO Ste¬ 
ven A, Balinier* 

Now he’s trying to apply the lessons 
of running a big organization to the 
foimdation, “There was a bit of deci¬ 
sion-making constipation^ and that 
frustrated the employees/ 1 Raikes says* 
He posted something of a management 
manifesto on the foundatioo^s internal 
Web site in |uly, calling for “ decision- 
making hygiene ■” With any meeting T 
any strategy’ any position paper T one 
staffer is in charge, he wrote- Gone axe 
the days of trying to please everyone. 

In his quest to improve both 
the perception and the impact of 
the foundation j Raikes has sought 
inspiration far and wide - Earlier this 
year he met withNorman BorIaug T 
the Nobel Peace Prize winner who 
was credited with creating the Green 
Revolution that brought new food 
production techniques to developing 
countries. Borlaug, who died just a few 
months after their meeting, was a bril- 
Mant scientist r Raikes says, “but the 
gny 7 s success was even more related to 
the fact that he was a butt-kicker. ,J Just 
like Borlaug T Raikes doesn't plan to let 
anything stand in his way. 1 BWi 


fall he asked the Center for Effective 


Raikes acknowledges criticism of the 
foundation, but says; **We have to have 
the courage of our convictions^ 


Raikes with 
students at the 
Ashongman 
School 'm 
Accra, Ghana 
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WHAT’S NEXT 


MANAGEMENT & LEADERSHIP 

From India，the Latest 
Management Fad 


ers are trading down to good-enoogh 
products and services. Meantime T the 
Indian economy continues to plow 
ahead despite the global recession—it 
grew at a 7*9% dip in the third quar¬ 
ter — suggesting its executives have a 
ling strategy. Jugaad captures how 
l Group, Infosys Technologies, and 
Indian corporations have gained 
international stature* 


winninj 
Tata Gr- 
other Ir 


Companies are rushing to study ;ug*aad ? a method of 
meeting customer needs cheaply and fast 


By Raena Jana 


¥ 


BANGALORE 

On a recent afternoon, 
a dozen executives from 


companies including investment banks 
Rothschild and Goldman Sachs and 
tech research firm Gartner ringed a 
conference table in abrownstone on 
New York's Upper East Side, They were 
there to learn how U.S. businesses could 
develop products more cheaply and 
quickly by borrowing strategies from 
India. Speaker Navi Radjou T who heads 
the Centre for India & Global Business 
at Cambridge University, summed up 
his advice in one word: jugaad. 

A Hindi slang word ，jugaad {pro¬ 
nounced joo - gaardh) means an 
improvisationai style of innovation 
that^s driven by scarce resources and 
attention to a customer’s immediate 
needs, not lifestyle wants. It also is 
fast becoming the latest buzzword in 
academic and Tnanagenient consulting 
circles, along with such terms as Six 
Sigma T total quality^ lean T and kaizen y 
the Japanese term for continuous 
improvement. 

But do companies really need to pay 
someone to tell them something as 
eiementary as keep it simple? ^Hav¬ 
ing a consulting Industry built around 
jugaad is almost anathema to the word 
itself^ says Robert Wolcott, executive 
director of Northwestern University’s 
Kellogg Innovation Network, 

Jugaad has a long history in India. 

San deep Vij T general manager of Cisco 
Systems in Bangalore and head of a 
unit that makes energy - monitoring 
systems^ says a good example of Jugaad 
Is an Indian villager who constructs a 


vehicle to transport goats or cattle by 
turning an irrigation hand pump into a 
makeshift diesel engine fora wooden 
cart. Became jugaad essentially means 
inexpensive invention on the fly, 
though, in India it’s sometimes equated 
with cutting corners, disregarding 
safety，or providing shoddy service. 

GOOD ENOUGH FOR TATA 

But for many companies, jugaad seems 
aligned with the times. Recession- 
slammed corporations no longer 
have money to burn on research and 
development. Likewise, ILS. consurn- 


jugaad instruction is pop¬ 
ping up in academia and at business 
consultancies. Prasad Kaipa, a former 
manager at Apple’s in-house training 
university, uses jugaad in the courses 
he’s teaching at Hyderabad’s Indian 
School of Business. The University 
of Michigan’s Ross School of Busi- 
ness T where high-profile Indian-born 
professor C*K* Prahalad teaches, has 
opened a research office near Infosys ^ 
headquarters in India so faculty can 
observe how Indian software compa¬ 
nies come up with ideas. McKinsey 
consultants have begtui talking up 
jugaad principles with clients’ too. 

At the same time，companies as 
varied as Best Buy 
and Oracle are 
employingjugaad as 
they create products 
and services that are 
more economical 
both for supplier and 
consumer. 

Executives at 
Cisco, which opened 
what the San Jose 
company calls 
a second global 
headquarters in 
Bangalore in 2007 ， 
are also importing 
Uie Indian mindset 
as tliey meld teams 
of U.S* software en¬ 
gineers with Indi an 
supervisors, “The 
innovation agenda in 
India is affordability 
and scale 厂 says Wim 
Elfrink, Cisco’s chief 
globalization officer, 
who moved to Ban¬ 
galore in 2007* By any 
name } those attri¬ 
butes have worldwide 
appeal, BW i 



Vij employs 
Jugaad at Cisco 
Systems in 
Bangalore 
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ECONOMICS & POLICY 


Do the Chaebol 
Choke Off Innovation? 

South Korea’s giant family-based conglomerates are 
thriving’ but they may be crushing small companies 


COUNTRY REPORT 



By Moon Ihlwan 
SEOUL 

Song Kyu Heon harbors no 
illusions about the strength 
of the chaebol, the family-controlled 
conglomerates that dominate South 
Koreans economy* Nonetheless, as 
chief executive of tech services com¬ 
pany Openbase, Song was confident 
he couid beat chaeboi-backed rivals 
to win a multimillion-dollar deal to 
upgrade the computer systems at a 
Korean bank. His client roster after all, 
includes Citibank, LG, heavy equip¬ 
ment maker Doosan, and dozens of 


other high-profile companies and 
government ministries* Asa longtime 
contractor with the bank in question ， 
Openbase knew its systems well, and a 
team of 20 engineers had been prepar¬ 
ing a bid fora year. But in October ， 

Song lost the deal to an affiliate of a 
top chaebol “There’s no such thing as 
a level playing Held here^ Song says in 
his fifth-floor corner office overlooking 
Tehran-ro, a street that’s sometimes 
called Koreans Silicon Valley* 

Song's tale is typical of small and 
midsize companies in South Korea. 
While the chaebol unquestionably have 


fueled the country’s growth in recent 
decades, they’re so powerful that 
they may be hampering innovation 
and threatening Korea’s continued 
economic success. ^ With the chaebo Ts 
deepening influence hurting fair com¬ 
petition with suppliers and startups’ 
the country risks losing its economic 
dynamism" worries economist Kim 
Sang Jo of the Economic Reform 
Research Institute, an independent 
policy group. 

A DIVERGING ECONOMY 

In spite of the worldwide financial cri¬ 
sis ^ Samsung, Hyundai ， LG T and other 
chaebol have recently reported impres¬ 
sive jumps in sales and 
profits. But not much 
of that prosperity has 
trickled down. While 
the big companies 
expand, ^the rest of 
the Korean economy 
is still struggling/ 7 
says Maarten Kelder^ 
head of Asia-Pacific 
at consulting firm 
Monitor Group, 
Korea’s reliance 
onthecha^boHs 
deepening. The top 10 
exporters represented 
43% of shipments 
abroad last year t up 
from 31% in 2001 T 
according to the Korea 
Development Insti- 
tute T a state-funded 
think tank. And the 50 
largest companies— 
most of them chaebol 
affiliates—accounted 
for 38% of the country^ total output in 
2005, up from 30% a decade and a half 
earlier, the KDI reports. “The chaebol 
model has served well as a stepping- 
stone for growth so far, but it is likely to 
be a stumbling block in the future 厂 says 
Lee Kye Aim, a former CEO at Hyundai 
Motor and now a prominent member of 
the opposition Democratic Party. 

In tech services, for instance, most 
big conglomerates have subsidiaries 
that take care of their sister companies. 
With guaranteed profits from those 
contracts, these players can afford to 
undercut the likes of Openbase when 


Openbase 
CEO Song says 

rivals have the 
upper hand 
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competing for work with outside 
clients. “If not for the huge advantages 
and influence of the chaebol, Openbase 
could be a major player/ 1 says Baek 
Sernig Gon, vice-president of eBest，a 
small tech-services player. 


"DANGEROUSLY POWERFUL™ 

The list of the leading IT services com¬ 
panies in South Korea offers ample evi¬ 
dence ol chaebol strength- Among the 
top 10 players, oniy No v 5, a subsidiary 
of state utility Korea Electric Power, 
isn’t affiliated with a chaebol It J s the 
same story in advertising and logistics, 
with chaebol affiliates dominating the 
top 10 in both industries, “The chaebol 
have become so dangerously powerful 
that you must put a bridle on them" 
says Lee Dong Gull, a former financial 
regulatory official who now teaches 
economics at South Korea’s Hallym 
University, 

The reach of the 
chaeholi^ such that 
smaller rivals often 
work for them as 
suppliers, so those 
companies are afraid to speak up. More 
than a half-dozen executives declined 
to talk on the record about their rela¬ 
tions with the chaeboL And those who 
agreed to speak were reluctant to give 
much detail. Openbase T for instance, 
works as a subcontractor for chaebol 
tech-services players, so CEO Song is 
unwilling to name either the bank with 
which he was trying to get a contract or 
the rival that beat him. 

Other small Korean companies 
fret about the power of the chaeboL A 
supplier of interior parts for Hyundai 
Motor, for instance, says that while the 
automaker is reporting record earnings ， 
he is bareiy breaking even. "During fat 
years the big guys [hog] all the profits，” 
says the supplier's general manager f 
who asked that his name not be used 
for fear of retaliation from Hyundai. 
“They M us get by but never allow us 
to have a big enough margin to invest 
in research.” Hyundai counters that it 
treats its suppliers fairiy. 

Another problem is that the best 
and brightest university grads want to 
work for the chaeho?—starving startups 
of talent. Less than 10% of the +000 
students who graduated this year 


Hyundai Motor 
is booming, 
but a supplier 
comp lams his 
margins are tiny 



from Yonsei University in Seoul, for 
instance, got jobs at small companies* 
And officials at Yonsei, one of Korea’s 
top three schools, say most of that 
10 % would have preferred jobs at the 
chaeboL “I’ve never thought of seeking 
a job elsewhere,” says Kang Hye Jeong t 
a 27-year-old marketer at Samsung’s 
handset who says she has visited 

more than 20 countries in her four 
years at the electronics giant, “You 
couldn’t expect such global experience 
at a smaller company^ 

Given the difficulty of 
how to standing up to thedme- 

p lay tT bol 7 financing is tough for 
068 startups. Brokerage Korea 

Investment & Securities 
recently failed to raise a 
$90 million fund for tech startups, and 
the main index of Kosdaq, the South 
Korean equivalent of Nasdaq, has fallen 
84% since its peak in March 2000, 
while the benchmark Kospi index of 
larger companies has risen 68%. 

Korean poiicymakers acknowledge 
the need to help the small fry compete 
with the giants on a more equal footing. 
Seoul in August earmarked $7.5 billion 
to finance joint research between uni¬ 


own competitive¬ 
ness, so programs that 
strengthen smaller 
companies will likely 
help South Korea’s 
conglomerates, says 
Lim Kyimg Mook^ a researcher at the 
Korea Development Institute. “The 
important task is to begin attracting 
talent and funds to startups, Lim says. 
" We need a better balance between the 
conglomerates and smaller compa¬ 
nies, a business environment where 
startups can grow big enough to com¬ 
pete with the big guys.” 1 bw 1 
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versities and smaller 
companies in new 
growth areas such as 
renewable energy. “The 
policy focus for future 
growth will be on en¬ 
couraging competition 
by liberalizing markets 
and helping smaller 
firms create Intellectua] 
property" says Noh Dae 
Lae T deputy minister at 
the Ministry of Strat¬ 
egy & Finance. 

Ultimately^ the 
chaebol may benefit 
from such initiatives. 

If the giants squeeze 
small suppliers so hard 
that they can’t invest 
in innovation, the 
chaebol wiO hurt their 
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STRATEGY & COMPETITION 


Who’s Minding the 
Store for Toys ‘R’ Us 

GSI.the biggest e-commerce company you’ve never 
heard of ， is running major Web businesses for retailers 


Founder and 
CEO Rubin ts 
unperturbed by 
short sellers 
in GS) stock 


By Burt Helm 

Parents who shop on Toysrus.com 
this holiday season Likely won't know 
that a company called GSl Commerce 
is managing the orders behind the 
scenes. Bui GSIis ubiquitous: It runs 
retail Web sites for some 100 brands, 
including the NFL, Bath & Body Works, 
Ralph Lauren, Aeropostale T and Toys 
tl R 17 Us. All toidj the company pro¬ 
cesses $3 billion in animal sales, from 
which it takes a commission, 

GSI Commerce, based in King 
of Prussia, Pa* f maybe invisible to 
shoppers, but it’s 
attracting at¬ 
tention on Wall 
Street. Over the 
past 12 months the 
company's stock 

has shot up 236% as its founder and 
chief executive, Michael G, Rubin, 
has gone on an acquisitions rampage. 
GSl t which lost ii 6.9 million on nearly 
$967 million hi revenue in 2008^ now 
has $242 million in debt. While the 
company has been profitable in the 
past，analysts expect it to lose money 
again this year* But the 37 -year - oid 
Rubin, who practically grew up miming 
the place and saw the company through 
the 2001 dot-com bust, insists he has 
no choice but to keep growing. His goal 
is to make GSI one of the biggest Web 
retailing companies in the world. Skep¬ 
tics wonder if the bets will pay off* 
Many chief executives say they feel 
personally enmeshed in their com¬ 
pany's fate, but few can say they’ve felt 
that way since age 12 - That’s when Ru¬ 
bin started the business that eventn- 
ally became GSI, adjusting and fitting 


customers^ skis out of his suburban 
Philadelphia basement. By age 22, he 
had enough cash to acquire two small 
shoe brands’ which lie sold through 
major sporting goods chains- 

It wasn’t until 1998, after hearing 
his sporting goods clients worry about 
the complexity of selling products 
online r that Rubin says he recognized 
his “huge opportunity^ While his 
footwear brands would never rival 
Reebokor Nike, e-commerce was still 
anyone’s game, “It was the first time 
I could be No. 1 in a market,^ he says* 



Rubin sold the footwear brands axid T 
under the name Global Sports, per¬ 
suaded his clients to let him manage 
their Web stores. 

Most of GSFs clients are tradi¬ 
tional retailers who ring up only 5% to 
10% of their sales online. But Rubin 
believes that online saies will become 
a bigger part of their businesses and 
that retailers will still pay someone 
else to handle plenty of complex Web 
tasks. So in addition to opening offices 
overseas, Rubin has bought an array 
of Internet service businesses over 
the past two years, including ane- 
mail marketing company, ail affiliate 
marketer (it recruits people to drive 
sales to clients’ sites in return fora 
commission), and a Web design firm, 
which he uses to bolster an interac¬ 
tive marketing agency* On Oct- 2j t 
GSI agreed to spend up to $350 mil¬ 
lion in cash and stock to acquire Retail 
Convergence ^ which owns the sites 
Rue La La and SmartBargains.com, 
giving clients an easy way to liquidate 
slow-moving inventory. 

Customers seem satisfied, Greg 
Ah earn, e-commerce c£ar at Toys “E/’ 
Us, worries about GSVs expansion 

plans. But that didn’t stop 
his company from re- 
upping with GSI through 
2019. General Nutrition 
Centers, Ralph Lauren, 
andDick’s Sporting 
Goods have renewed their 
contracts, too. 

All the same, trouble 
may be brewing on Wall 
Street, After GSPs heady 
performance this year, 
short sellers are gather¬ 
ing: A full 15% of shares 
available for public 
trading have been sold 
short* Rubin is unper¬ 
turbed. While GSI will 
continue to lose money, 
he says, it remains 
cash-flow positive* “We 
think of ourselves as 
the worldwide leader of 
e-cominerce for con¬ 
sumer brands^ says 
Rubin. “And this is just 
the first quarter of the 
football game/ 1 1 BWi 
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WHATS NEXT 



STRATEGY & COMPETITION 


A Short-Term Crunch 
For Small Business? 

The Administration is eager to open up SBA lending 
further，but the gears of Washington grind slowly 


I 


Johnson: 
nesses that 
aiready have 
good fufjdmg^ 
will benefit 


By Jeremy Quittner 
By extending some of the 
stimulus provisions that 
apply to Small Business 
Adniinistration-backed lending and 
by giving community banks access to 
Troubled Asset Relief Program funds, 
bills in both the House and Senate 
could improve small business^ access to 
financing in 2010* But it may be impos¬ 
sible to reconcile the two bills quickly 
enough to prevent SBA lending from 
heading into another tailspin, “We axe 


in a very fragile economy^ says )ames 
BaUentine, head of small business 
policy for the American Bankers Assn. 
N If the [stiimilus] money is exhausted 
and can’t be restored l we will see a siz¬ 
able drop in SBA loans,” On Nov* 24, the 
SBA announced that stimulus funding 
for SBA lending had dried up. 

Both bills follow the Obama Admin¬ 
istration^ Oct, 21 aimounceinent it 
wants to let community banks use funds 
from TARP to lend to small businesses. 
The Administration also seeks to raise 


the capon the SBA^s flagship 7(a) loans 
to $5 million from $2 million ^ and to 
boost the limit for the SBA:s 504 expan¬ 
sion loans to $5.5 million from $4 mil¬ 
lion, The microloan cap would jump to 
$50j000 from $35^000. Wliile Treasury 
is in charge ofTARP^ Congress must 
0 ,K, changes to SBA loan programs. 

Since March 2009, about $375 mil¬ 
lion in stimulus has been used to 
increase govermnent guarantees on 7(a) 
loans to 90% and eliminate borrower 
fees on both 7(a) and 504 loans. Both 
houses are discussing extending that 
funding. The SBA says stimuhis money 
has so far supported about 36,000 
loans, totaling $14billion. Before those 
funds were available, 7{a) lending had 
dropped about 50%. Based on current 
loan voluiiiej SBA spokesman Jonathan 
Swain estimates it would take about 
$50 million to $55 million more per 
month to continue the initiatives. 

Stiil, some business owners don’t 
see much to cheer about, fohn John¬ 
son, president of Frankfort (Ill,)-based 
Graceful Concepts & Images^ a three- 
employee interior design company with 
$650,000 in sales, says he has applied 
to 10 institutions in the past year，half of 
them community banks, seeking about 
$150,000 for gap financing and to buy 
inventory for contracts he’s signed. 
“The President is so committed to 
getting money into the hands of small 
businesses, but … it is going to assist 
businesses that … already have good 
funding sources/ 1 Johnson says. He says 
bankers have told him his company 
lacks adequate cashflow’ and at 620 his 
credit score isn’t high enough fora loan* 

Meanwhile T some community bank¬ 
ers say they have no desire to tap into 
TARP. Gilies Gade, chairman of Cross 
River Bank in Teaneck, N.J” says the 
terms are likely to be too onerous. The 
three-year-old bank，with $8o million 
in assets, wants to move aggressively 
into small business lending. It has a 
$10 million portfolio of commercial 
loans to local small businesses, and 
Cade says he plans to increase that to 
$25 million in the next year because 
demand is high. Although he acknowl¬ 
edges that the final regulations have not 
been written’ Gade expects the added 
oversight ^ would be very burdensome 
for smali banks like us.” 丨 BWi 
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40% of businesses pay their cards 
off in full each month. Now they 
may have a better reason to. 


According to a National Small Business Associanon poll 
40 % of businesses with credit cards pay them off In full each 
month. The Plum Card^ from American Express OPEN 
can reward them with a 1+5% early pay discount 
just for doing business as usual. 

The savings are aiuomatic and in addicion ro whatever discount: 

you negotiate on your own. Plus che Plum Card lees you defer 
payment for up to 60 days, interest-free. That kind of Rexibilicy 
can be useful when cash flow is less than predictable. 

Does [hat make zhe Plum Card right for you? 
We can't say for sure. What we can say is that all kinds 
of business owners are using it to get better terms —- 
no matter who chey do business with. Vmd oiu Kow ar 
plumcard.com/who or call 1 - 866 - 542 -PLUM. 


“If I can knock off 
a point and a half 
off my bill，that s a 
huge benefit over 
a lot of dollars / 1 



Chris Zane 
lane s Cycles 

Member Since 2000 



Is the Plum Card right for you? 



Pay youi balance in fi.il! wilhin 10 dap of th€ state mem dosing date and gel a L5% discount on eligible fnirchases rruuk thai 
month. Ihe diixouiu will appear as a credit: on tlic following billing Pay 10% of ilie balance £rom new aciivicy on your 

bitlirig statejnent phis the entire amtuint of any previously deferred payment or amounts past due by the 'Tkast Pay B) r 
on ihai siaLemen i and you can £3；Lend payment oil ilie rest undI the dosing dale: ofyoui next billing cyde wiilioui penality. 

Visit plumcard,c€im for detaUi. ©2009 American Express Bank% FSB. All rights reserved P01 
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STRATEGY & COMPETITION 

RadioShack’s 
Wireless Ambitions 

Will its shift toward selling wireless gear boost the 
chain’s flagging same*store sales? 


57, spent the previous three years 
on a cost-cutting rampage ^ closing 
nearly 500 stores. He even sold off the 
company’s potted plants to employ¬ 
ees (for $5 apiece), rather than pay 
to maintain them. Revenue declined 
from over $5 billion in 2005 to around 
$4,2billion last year. Same-store 
salesj akey barometer of a retailer’s 
health，declined for three straight 
years at its 4,470 company-owned 
stores and 450 kiosks, located mostly 
inside Sam's Club warehouses^ part of 
Wal-Mart. Now, Credit Suisse analyst 
Gary Balter believes wireless will grow 


By Matthew Boyle 

Long the humdrum home of extension 
cords T TV antennas, and battery-pow¬ 
ered toy cars, RadioShack has spruced 
up its image jost in time for the 
holidays. It’s making a big push into 
wireless products and has launched 
fresh ads featuring its new moniker, 
“The Shack： 1 

Investors have noticed，lifting tlie 
share price of the Fort Worth retailer 
60% so far this year. But CEO Julian 
C. Day, a native of Yorkshire, Eng- 
land, will need all the stamina he can 
muster to win the battle for wireless 



from about a third of 
sales to half y in 2010. 

Still, it^s hard to Ignore 
the threat from competi¬ 
tors. Best Buy is rapidly 
roUing out small, stand¬ 
alone mobile stores^ with 
68 of them already in 
place. Scott Moore, Best 
Buy Mobile’s vice-pres¬ 
ident for niaiketingj says 
RadioShack can’t offer 
the same level of cus¬ 
tomer support. But Day 
has beefed up employee 
t raining to bring workers 
up to speed on product 
features. il We are every 
bit ready to compete with 
Best Buy and Wal-Mart 
he says. 

As RadioShack pushes 
wireless front and center, 
old standbys like solder¬ 
ing irons and phone cords 
have been shunted to 
the back of The Shack. 
(No, the official name hasn’t changed, 
but this variation Is being used in all 
the advertising.} While it made sense 
to slice “Radio” from the name，the 
re-branding has not yet won over 
experts like Alan Woif, senior editor of 
electronics industry publication Twice. 
“It’s ambiguous and, if you think about 
it, none too flattering/ 5 he says. 

Day wiU ultimately be judged by 
same-store sales, which declined 2.9% 
in the third quarter. Wrapping up the 
store tour T Day won’t predict when 
sales will grow again but says “there is a 
mood of optimism out there.” ■ BW> 
-With Christopher Palmeri 


customers, 

WhUe the Consumer Electronics 
Assn, expects Americans to spend an 
average of $222 on gadgets tills season, 
about 8% more than last year, the coni- 
petitlon for those dollars has become 
fierce. Best Buy has launched a spe¬ 
cialty store for wirdess products called 
Best Buy Mobile* Wal-Mart Stores is 
slashing wireless prices there ， too ‘ The 
individual carriers, not to mention 
Apple，also have their own stores. 

Day says his strategy is already 
bringing results* “The new position¬ 
ing is getting through to consumers 厂 
he says r while strolling through a 
store in New York’s Manhattan Mall 
in mid-November, Kim Dixon, senior 
vice-president for consumer sales at 
Sprint, says sales of phones with Sprint 


coverage plans are up by double -digit 
percentages at RadioShack^ adding that 
“we’ve been wowed by our perfor¬ 
mance there/ 7 

Day has also picked up T-Mobile 
USA, and Apple's iPhone is now in 25 0 
RadioShack stores and slated for a na¬ 
tional rollout next year. “People used 
to walk into the store，ask if we had the 
iPhone, and when I 
said no, they’d walk 
out" says a Manhat¬ 
tan store employee. 
The new position¬ 
ing was long overdue T 
analysts say. Day, 


CEO Day has been on a cost-cutting 
rampage. Now he has to go up against 
the likes of Wal-Mart and Best Buy 
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INNOVATION & TECHNOLOGY 


Why Copenhagen Will 
Be Good for Business 


Progress toward a climate deal would tip the balance 
toward renewables and create opportunities 


A solfir engineer 
in Rajasthan, 
ia: Global 
mpetition is 
: ely to heat up 


By John Carey 

When the delegates at the climate 
summit in Copenhagen need to call 
home，they can do so in style* Cisco 
Systems is outfitting four rooms in the 
city’s Bella convention center with a 
giant-screen teleconferencing system, 
enabling officials to confer face to 
face with counterparts imoo places 
aioimd the world. The donation is not 
entirely altruistic, It ? sa demonstration 
of how Ciscoes products can substitute 
for business travel, slashing carbon 
emissions* Technologies such as these 
“have the power to transform how the 
world manages its energy and envi¬ 
ronmental challenges/ 1 says Laura K. 
Ipsen ， Cisco’s senior vice-president 
for global policy. 

Most of the attention at the climate 
meeting^ which starts on Dec, 7, will 
be focused on government negotia¬ 


tions. With President Barack Obama 
pledging that the U.S. will cut its 
greenhouse gas output 17% by 2020 
and China agreeing to improve its en¬ 
ergy efficiency’ the summit is now ex¬ 
pected to make progress toward global 
limits on emissions. Cisco’s presence, 
however，illustrates a powerful subtext 
for the summit: Putting the world on a 
greener path can be good for business* 

TECH BAZAAR 

More than 160 companies are showcas¬ 
ing solar panels, green ImUdings, and 
other wares at a “Bright Green” tech¬ 
nology bazaar in Copenhagen. That 
includes a delegation of U.S. businesses 
led by Commerce Secretary Gary 
Locke t who hopes to raise exports and 
U.S. competitiveness* ^Clean energy 
maybe the greatest economic opportu¬ 
nity of this century^ Locke says. 


WHATS NEXT 


How fast the markets grow, however, 
depends on government policies—and 
government money. On Nov, 24 the 
Obama Administration jump-started 
transformation of the U.S. electricity 
grid’ awarding $620 million for smart 
meters and other technologies. French 
giant Alstom is proving it can capture 
carbon emissions from coal-fired 
power plants, armed with government 
funding for projects in Poland and 
West Virginia. IBM’s business of help¬ 
ing companies measure their carbon 
footprints is growing 
now that the U, S, will 
require emissions to 
be reported. And so¬ 
lar panel companies 
are salivating over 
India's plan, announced on Nov. 23 1 to 
install 20 gigawatts of solar power by 
2022. “India is potentially a tremen¬ 
dous market that we’re working on 
already/ 1 says Steven P. Chadima, vice- 
president of Suntech Power Holdings. 

The cleantecli business will get a 
boost from two steps expected from 
the Copenhagen process. First, the 
meetings will encourage further use 
of cap-and-trade systems, raising 
the cost of polluting. That will tip 
the balance toward renewable power 
and energy efficiency, and, thanks to 
tradings enable emissions reductions 
to be sold for revenue* The second step 
will be a commitment that indostrial- 
ized countries will start transferring 
billions of dollars a year to developing 
nations to help them become more 
efficient. That could touch off a global 
competition to se!l f say, solar panels 
and carbon- capture technologies to 
India, or wind power to Brazil. 

While business hopes to profit from 
Copenhagen, it also has a message for 
the politicians’ especially in the U*S* 
“It’s very important that they un¬ 
derstand we have practical solutions 
to solve the problem of CO ; in the 
atmosphere/’ says Philippe Joubert, 
president of Alstom Power. Adds 
Gregory H. Kats, senior director of 
cleantech investor Good Energies: “ft 
will be pretty hard to argue that emis¬ 
sion caps will tank the economy and 
hurt business when there are a lot of 
companies saying this is a huge busi¬ 
ness opportunity/ 1 iBW 
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Simple Truth: Investment costs count 


The lower the costs 


the more you keep. 




Many investment firms call themselves low cost But, the truth is, many of them charge about sex times 
as much as Van guard r This can cost you thousands of dollars. For instance, over twenty years, if you 
invest $10,000 a year with an average return of 8% before expenses, you would keep about $58,000 
more with the lower cost fund!** And the longer you invest, the greater the savings. It’s your money. 
Keep more of it. Vanguard,The simple truth about investing. 

www.vanguard.com/simpletruth 


■ 


Vanguard 


Visit www.vanguard.com/simpletmtfi or call 877-527-4941 to obtain a prospectus, which includes investment objectives, 
risks, charges, expenses, and other information; read and consider it carefully before investing. Investments are subject to 
market risk^Souree: Lipper Inc. as of 12/31/2008. 糾 Based on 2008 industry average expense ratio of 1.19% and Vanguard 
average expense ratio of 0.20%. Hypothetical example does not represent any particular investment Simple Truth, The simple truth about 

investing. Vanguard, and the ship logo are trademarks of The Vanguard Group, Inc. ©2009 The Vanguard Group, Inc. All rights reserved Vanguard Marketing Corporation, Distributor. 
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MONEY REPORT 


BUYING CHINA’S 
CONSUMERS 


Investors hoping to cash in on the growing strength of Chinese consumers 
might consider the Global X China Consumer Exchange Traded Fund. Launched 
by New York asset manager Global X on Dec. 1， the ETFis the first designed to 
tap into what could become a big driver of the world economy. On Nov. 13, China 
President Hu Jintao said China will take “vigorous” steps to boost domestic de¬ 
mand* “The next wave of global growth is going 
to come from developing a consumer base in 
China^ says Bruno del Ania f CEO of Global X. 
Retail and food companies make up more than 
50% of the fund, which charges 0.65% in fees and 
other expenses* Global X also launched an ETF to 
track China’s industrial sector. Through Nov. 30 ， 
China J s Shanghai Composite stock market index 
returned 78%— some 48% below its all-time Oc¬ 
tober 2007 high. - Tara Kalwarski and Veronica 
Navarro Espinosa 


BREAKDOWN OF GLOBAL X CHINA 
CONSUMER ETF SY INDUSTRY* 


4% 

PERSON 

HOUSEI 


NAL« 

HOLD 



29 袖 

RETAIL 


21% 

CONSUMER 


5% 

BEVERAGES 

HEALTH CARE 



1 眇 

AUTOMOBILES 


^Numbers do not equal 100 due to rounding 
Data ： Gbbd X Management Ca 


I PRECIOUS METALS I 


GOLD KEEPS ON GOING 

After hitting a bump In the road, gold contin¬ 
ues its recent siirge. Its price fell by as much as 
4.2% on Nov, 27 as nervous investors, spooked 
by Dubai's attempt to postpone debt payments^ 
rushed to the safety of the U.S, cioilar. {Since 
gold is bought and sold in dollars, gold and the 
dollar tend to move inversely to one another.} 
The drop wasiVt as drastic as it first appeared, 
says Barclays Capital technical analyst Jordan 
Kotick. Gold bottomed at $1,137 an ounce ， 
well above $1,127, the point at which technical 


analysts say demand will outweigh supply, and 
finished the day at $1^177.63, down just 0.9%* 
On Dec, l, gold traded at $1,20 】 ,63, an all- 

time high. It is poised to move 
higher. During breakouts 
that began in 2005 and 200 j t 
gold shot up 54% and 6 o% f 
respectively. Its gain since 
Oct. 2, when the current rally 
began, is just 19%. Kotick 
expects it to reach $1300 by 
March and says it could hit 
$1,500 by 2011. -Kyoungwha 
Kim and Ben Levisohn 



Rise in gold 
since its rally 
began 

Data ： Bloomberg, 
取 oi Dec. 1 


STOCKS 


HEDGE FUNDS 
BOOST BETS 

Hedge funds are 
shoveling money into 
stocks as individoats 
make a quick exit a 
sign to professional 
investors that the 
Standard & Poor’s 
500-stock index 
should extend 
its gains. About 
$37.3 billion has left 
U.S. mutual funds 
since August says the 
Investment Company 
Institute. In the third 
quarter, hedge funds 
boosted bets to the 
highest level since the 
end of 2007 data 
compiled by Goldman 
Sachs，industry 
consultants, and 
Bloomberg show. 

1C1 numbers show 
individuals took 
$21.4 billion more out 
of equities than they 
added and put 
$312.8 billion into 
bonds In 2009 through 
Oct. 30. Over that 
period, says Morning- 
star, bear market and 
long-short mutual 
funds, designed to 
profit if stocks fall, got 
a record $10 billion 
from retail investors. 
(Asset managers have 
opened Jong-short 
funds so far m 2009, 
the most in a year.) By 
contrast, Goldman 
Sachs data show 
hedge funds upping 
stakes tn stocks by 
21 % in the third 
quarter. 

-Lynn Thomasson 
and Mary Childs 
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068 HOW TO PLAY IT SOUTH KOREA 


PERSONAL BUSINESS 




Cn the Chaebol 
Choke Off Innovation? 


(FROM PAGE 058} 


By Tara Ka I war ski 


South Korea, with a GDP of nearly $1 trillion, is more of a deveioped market 
than an emerging one. But while some companies that design financial indexes 
classify the country as developed, others，like MSCI, still count it as emerging. 
For investors. South Korea can offer the best of both worlds: big returns typical of 
emerging countries but with the reduced risk of more developed nations. 


^CUMULATIVE PERCENTAGE CHANGE 


* SHARES MSCI SOUTH KOREA/EWV 
I pSHAI^ES MSCI EMERGiNG MARKETS/EEM 
SHARES MSCI EAFE/EFA (DEVELOPED MARKETS) 



40 JAN. 09 MAR 

Data: Bloomberg 


KOREAN FLAVOR 

These funds offer expo¬ 
sure to Korean companies 
such as Samsung and 
SK Telecom. 

26 . 2 D ^ 

KOREA 

Schwab Fundamental 
Emerging Markets 
Index SFENX 



Fidelity Southeast Asia 

FSEAX 



Goldman Sachs 
Asia Equity GSAGX 


A PURE PLAY 


Matthews Korea Fund is the only mutual fund that focuses; exclusively on South Korea. Since its inception in 1995, it has outperfomneti the 
Korean stock market by 3*4% a year* Right now, it’s emphasizing industries that stand to benefit as Korea’s economy continues to mature* 


TOTAL RETURN* 


MATTHEWS KOREA 

> KOREA COMPOSITE STOCK PRICE INDEX 


I YEAR 



28, 

17, 1 




FUND VS. BENCHMARK 

MATTHEWS KOREA 

3J^ OTHER 


TELECOM 
HEALTH 
CARE 

MATERIALS 


KOREA COMPOSITE STOCK PRICE INDEX 

—— OTHER* 



*As of Sept 30; multiyear returns are annualized "Includes energy, utilities, and cash holdings Data: Morningstar; Mali hews Internsitkinal Capital Management, FactSet Research Systems 


Q1Q «lo 


BLOOMBERG BUSINESSWEEK ! DECEMBER 14,2009 





















If 


A+ people A+ knew A+ our A+ 
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A+ rating, A+ 


Sun Life 


A+ 


Financial 
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A+ 


a 


household 


A+ name. A+ But A+ bragging 


just 


A+ n t A+ 


us. 


We've maintained an A+ credit rating* for financial strength 
through good times and bad And not once have we 
asked for any government bailout money」fs time to 
get to know Sun Life Financial 


Sun €5 
Life Financial® 


Annuities Employee Benefits. Life Insurance. 


GetToKnowSijnLife.com 


The Smr life Ffnanc^lgrpup of com 卩 operates under the "Smh Life Rnancral" in the United States snd Insurance products afe offered by mennibers cf Tbe Sum lif^ 

Firrarfdai group ttiar are insumnce company subsidiaries. Sun life Rnanc'al tnc. the holding compsf^ for the Sun life Finarjcjai group is nozan insurance company arid does not guaramee. 
the ； obligations of the insurance mmpany subsidiary. 

^A.M Best Ratf A+ |5upenior) applies to Sun Life Assurance Company of Canada, Sin Lite Assurar*ce Company oFCsrtsda (U.S，1 and San liFe Inswra^e and Annuity Company of 
Hew Vofk afd is subjert to change. 

iODS 1 Suet life A^urance Company of Car>ada fUS.), Al! rights reserved. Sun Ufe F^n^noal aod the globe iymhoi are regj&tered tr^demark^ of Sun Lite A^surahoe Company of Clanaek 
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070 LIFE MANAGEMENT 


riNAMOAL PLANNING 

BEYOND OZZIE 
AND HARRIET 

By Christopher Farrell 



America is a more diverse country, and finan- 
ciiil planning is evolving to meet the needs of 
a more disparate group of clients* Many basic 
concerns^ such as the need to start saving early 
for retirement, are the same for traditional and 
less conventional couples. Other problems 
are quite different, including the treatment of 
Social Security payments. Here^s how some 
couples are addressing crucial financial issues, 

GAY PARTNERS 

Gay couples across the country face financial 
planning challenges, especially since state laws 
treat gay marriage so differently. For instance, 


■ 



A few clicks of a television remote reveal a lot about the 
American family in 2009. In place of the images portrayed 
in the 1950s shows Father Knows Best and The Adventures of 
Ozzie and Harriet ， we now have The New Adventures of Old 
Christine, which follows the travails of a single mother, and 
Modern Family f which includes a male couple who adopt a 
baby girl from Vietnam. 


like any married couple, David Hamilton and 
Bernie Erickson want to protect each other 
financially in case of one of them dies or gets 
seriously ill. Hamilton, a music professor at 
Concordia College in Moorhead, Minn M and 
artistic director of the Fargo-Moarhead Opera, 
lives in Fargo, N.D. His partner is a vice- 
president for Macy’s in Fargo, They married 
in Canada in 2006, but North Dakota doesn^ 
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PERSONAL BUSINESS 


recognize gay marriage. The two own a home 
together. They also carry life insurance on each 
other and for children they have from previous 
marriages, whom they want to protect as welL 
To deal with situations like tills, gay couples 
typically reiy on trusts more than conventionai 
couples do. There aren^t real tax advantages^ 
but it’s a legal device that protects the partners 
and is hard for family members to contest. 
Hamilton and Erickson have hired an attorney 
to draw up a trust for each of them, which will 
include their home, vehicle，and other assets. 
“It’s a more secure way of making sure our 
wishes wiii be followed" says Hamilton. 

Another major financial and 
emotional issue in the gay com¬ 
munity involves income and asset 
inequality within marriage. A 
partner with little income and 
assets is highly vulnerable. For 
instance r Social Security doesn’t 
recognize gay marriage* Neither 
does federal law. So in a gay mar¬ 
riage, if the surviving spouse is 
the low earner, he or she doesn’t 
benefit from the high earner 
Social Security payments. If a 
high-earning woman and a low- 
earning man divorce after being 
married for more than 10 years, 
the divorced man {if he doesn’t 
remarry) wiii benefit from his 
former spouse’s higher Social 
Security payments. 


really push clients to think through sharing 
risk equally 厂 says Ann Viitala r a Mimieapoiis 
attorney who specializes in working with non- 
traditional families. 

SINGLE MOM 

Many single moms struggle financially^ even if 
they get child support and alimony. ^Finances 
are so far down the list of things to do，” says 
fuiie Schatz, a certified financial planner (CFP) 
in Menlo Park, Calif. “It’s always an llth-hour 
scramble with money.” 

Rachel Swardson-Wenham couldn’t agree 
more. She had her third child and soon after 
launched a business with $17,000 in 2008—just 
as her husband left her. She lost her home to 
foreclosure and moved into a much smaller 
place* Money is tight. She sold her wedding ring 
to meet expenses for her business, Go Home 
Gorgeous, which offers a spa-type experience 
for women in the hospital after giving birth. 

For single parents，life insurance is the big 
priority, A term policy that lasts 15 to 20 years 
or until the children are grown is more than 
adequate. For instance, a healthy 40 -year-old 
woman in Massachusetts couid get a 20-year 
policy with no change in annual premium pay¬ 
ments for $700 to $goo a year^ or $58 to $75 per 
month. Also crucial is a will that provides for 
guardianship of children. 

Long-term disability insurance is impor¬ 
tant as well* It’s really paycheck protection, or 
more accurately, partial paycheck protection. 
Disability insurance replaces a portion of your 
income if you can't work because of an illness 
or injury. A typical group plan policy is cheap 
as part of an employee’s benefits package, 
costing the employee nothing to a few dollars a 
month. An employer’s policy usually replaces 
up to 60% of salary, and highly compensated 
employees often pay for supplemental cove 卜 



A common solution is for the 
wealthier partner to gift the maxi¬ 
mum every year to the spouse» 
(For 2010, that’s $13,000*} Over 
time these irrevocable gifts can 
allow the less- well-off partner 
to build substantial assets. “I 


FAMILY FORUMS 


A number of Web sites focus on the finances and careers of gay and lesbian 
couples, domestic partners, single parents, and other family arrangements. 



WWWJOlO.COM 

The legal salf-help organization offers 
financial information for all kinds of couples. 
It covers everything from how gay couples 
can take care of each oiher ! $ finances when 
one partner is incapacitated to tax breaks 
for single parents. 


WWW.GFN.COM 

The site, launched in 1998 by the first 
openly gay member of the New York Stock 
Exchange, has evolved into a compre¬ 
hensive financial portal for gay couples. 

It covers many personal finance topics, 
such as prenups and living trusts for gay 
couples, as well as career and health news 
and advice. 


WWW.STEPFAIVL0RG 

The National Stepfamily Resource Center is 
a division of Auburn University’s Center for 
Children, Youth, & FamtSies, Its mission is to 
act as a ^clearinghouse of EnfomiatiorT that 
disseminates best practices for couples and 
children in stepfemilies on a wide range of 
issues, including handling stepfamily money 
and the effects of remarriage on children. 
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age offered through their employer or buy an 
individual policy to boost coverage by an ad¬ 
ditional 10% to 20%. It’smucli more expensive 
to buy an individual policy if your employer 
doesn’t offer one—usualiy about 3% of your 
annual salary. 

After paying those bills, finding the money 
to keep saving may seem difficult. But Rick 
Brooks, a CFP with Blankinship^ Foster in 
Solana Beach, Calif. ， urges single mothers to 
try. He recently put together apian for a friend 
who is a single mom. Working through a temp 
agency, she had had three jobs over three years* 
He encouraged her to set a goal of putting aside 
enough money to meet two years of expenses. 
“From my perspective, unless you have a very 
stable job, single moms really need to focus on 
building up rainy day funds and paying down 
debt，” says Brooks. 


52, continues to work as a vice-president at the 
health-care information technology company 
Cerner* She contributes the maximum into her 
401 ⑻ plan to minimize current taxes. But Da¬ 
vid decided to start taking Social Security. His 
reasoning: They have two children under age 
18, Since he is retired and claims the children 
as dependents on his taxes t each child gets 
$9,000 from Sociai Security, The total annual 
family benefit from Social Security is $36,000. 

Perlmutter exemplifies another trend some 
might label unconventional but that^s becom¬ 
ing more common—the stay-at-home dad. 
And, as women have long noted r remaining 
home with the kids can be a full-time job. “My 
wife works all the time，” says Perlmutter. “It 
isn’t really retirement, since I do all the clean¬ 
ing, cooking, and taking care of the kids* It’s 
funny how roles have reversed,” 丨 BWi 


Swar<ison- 
Wenham, with 
daughter, Vivien, 
lost her home to 
foreclosure 



TRADITIONAL COUPLE 

The rules of thumb for traditional couples 
are often inadequate for dealing with blended 
families, older boomers with young children, 
and marriages with a significant age difference 
between partners. For instance, for couples 
who are about the same age, it often makes 
sense to reduce sharply or even eliminate life 
and disability insurance policies as retirement 
nears and the children go off on their own. But 
for iate-age boomers with young children, 
eliminating life and disability coverage doesn't 
make sense* They may also need to plan on 
retiring later, perhaps not until age 70. That 
way，their savings will compound longer and 
they’ll have some income to heip out with col- 
lege expenses* 

It’s not unusual today for an older husband 
to be thinking about retirement while his 
younger wife’s career is going gangbusters. 
And an age difference can affect something as 


“Unless you have a very stable job, singl 
moms need to focus on building up 
rainy day funds and paying down debt” 


basic as deciding when a spouse should start 
taking Social Security payments. That was the 
case with David Perlmutter and his wife, Kathy* 
The 63-year-oid Palo Alto {CaliL) entrepre¬ 
neur sold his business, usedlaptopsxom, in 
2007 and decided to retire a year ago. His wife, 
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SYNGENTA’S 
GREEN SHOOTS 


Huge worldwide demand for food and a robust 

new-product pipeline have sparked fresh growth 
at Syngenta (SYT)，a global leader in crop protec¬ 
tion and seed production* The Swiss company’s 
stock hit a 52-week high of 54.86 (per American 
depositary receipt) on Dec. 1. With the strong 
moves in the grain markets, the price and volume 

outlook for next season is 
brighter, notes Andrew Stolt 
of Bank of America Merrill 


INVIGORATED 
AT SYNGENTA 


STOCK (DOLLARS) 



Dala: Bloomberg 


Lynch, who rates Syngenta a 
buy. He also sees margins on 
seeds rising as more products 
are launched. {Merrill did 
business with Syngenta)* 
Syngenta’s two new crop- 
protection products, Cruiser 
and Amistar, should boost 
yearly sales by $1 billion, 
according to CEO Michael 

Mack. Cruiser protects corn and soybean seeds from insects 
and also promotes healthier growth. Amistaxisa fungicide 
widely used to derive higher yields，says Mack. The two 
axe in such demand that Syngenta has tripled the output of 
Cruiser and doubled that of Amistar. 

Brazil T the world’s third-largest corn producer, recently 
approved use of a Syngenta feature to help stymie com bor¬ 
ers. Thomas Gilbert of UBS says the ^ high-margin vegetable 
seed business is growing fast，and Brazilian com is emerging 
as a further strength: He sees profits of $3.19 per ADR in 
2009, $3.65 in 2010, and $4.01 in 2011 ， vs, 2008，s $3.20. 


BUSIMESSWEEK.COM 


Inside Waif Street is posted at bus in ess week, 
com/investor at 5 p.m. EST on Thursdays. 


Unless otherwise noted, neither the sources ctted in Inside Wall Street nor 
their firms tiold positions in the slocks under discussion. Simitarly, they 
have no investment banking or other financial relationships with Ihem. 


WAFERGEN 

BIOSYSTEMS 

^ STOCK PRICE {DOLLARS) 

pcv- 

FflST FREIGHT 

€0 STOCK PRICE (DOLLARS) 

50 


40 . . 

1 OD i _ 
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Data: Bloomberg 

賴 u. 川 

JUNE 1,09 0EC.1 

Dat^: Bloomberg 


Probing Genes 
At Top Speed 

A key part of drug discovery 
is studying so-called gene 
expression—or the way 
genes get switched on or 
ofC WaferGen Biosystems 
(WGBS) believes it has an 
edge over rivals with its new 
system for predicting gene 
expression that can screen 
the genome at 10 to 60 
times faster than competing 
systems, and for iess money. 

WaferGen^ SmartChip 
Real-Time PCR System, to 
be launched in zoio^s first 
quarter, should generate 
sales of ts million to 
$8 million in 2010 and 
$15 million to $20 million 
in 2011, figures William 
Collins，CEO of hedge fund 
Brencourt Advisors, which 
owns shares, Dmgmakers, 
medical labs, and university 
researchers are the main po¬ 
tential customers, he notes. 
And the market exceeds 
$3 billion, Elemer Piros of 
Rodman & Renshaw Capital 
Group rates WaferGen out- 
perform, with a 12-manth 
target of 7 for the stock, now 
at 1.65 a share. 


The Momentum 
At CSX 

Widespread signals that 
an economic recovery is in 
place T plus Warren Buffett's 
purchase of Burlington 
Northern Santa Fe on 
Nov. 3 t have buoyed other 
rail stocks. Carl Birkeibach, 
president of Birkelbach 
Investment Securities, says 
CSX is the most attractive 
of the lot as it should gain 
immensely from the coming 
recovery. Its stock climbed 
to a 52-week high of 50.15 a 
share on Nov, 17, up from 20 
on Mar- 9. With the stock 
now at 48.82, Birkelbach 
says there’s at least a fur¬ 
ther 30% upside potentiai 
in the next 6 to 12 months* 
George Pickral of invest¬ 
ment firm Stephens rates 
the stock overweight, with 
a target of 59. “CSX can 
continue to grow earnings in 
any environment became of 
its pricing power and mar¬ 
ket-share gains，” he says. 
Prices axe still depressed at 
50% below historical levels, 
Pickml says* He sees CSX 
earning $2.85 a share in 
2009 and $3,20 ki 2010, 
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Advertisement 


Do you have constant 

RINGING 

in your ear? 

Finally, new discovery for quiet relief! 



A breakthrough by a rock drummer finds com- 
bination of scientifically advanced ingredients 
combined with homeopathy to siience the 
ringing, which could save thousands from 
risky and expensive treatments. 


t very night for almost 18 years, if [ couldn't find a 
fan，turn on a tv or find loud static from a vacant 
radio station, then sleeping was impossible. The high- 
pitched ringing, buzzing and humming kept me up at 
night. Sluggishness, tiredness and lost energy would be 
my nemesis the next day. Gathering the energy for my 
next gig was my goal everyday - a routine of coffee ， 
then aspirin, which made it worse. I couldn’t take it - it 
was a major problem. I couldn't sleep. I couldn’t 
concentrate, I heard it constantly, I couldn’t hide from it* 
Everywhere I went, it wouldn’t go away.. Jt drove me 
nuts! Headaches, depressive mood swings, testiness, 
constant state of anxiety. Due to the tenacity of Tinnitus 
(the ringing in the ears from exposure to loud noises, or 
in my case, pounding on drums and loud distorted guitar 
amps behind my head for years), I was determined to 
find real, pure，silent relief and I did with Quietus™ … 

Tinnitus - Who’s at RISK? 


_ Carpentry & Construction 
■ Residential I 迦 d 认 uipei s 
_ Mining, Drilling & Farming 
， Airport Workers 
1 Firearms Enthusiasts 


Machine Operators 
Night Club Workers 
Night Club Partiers 
Mysicians 
iPod Users 


Tinnitus Symptoms Worsen Into Your 40^, 

The symptoms of Tinnitus are real I had what I out of 6 
Americans get: the symptoms associated with Tinnitus 
(ti-nahy-tiih s) from loud noises that worsen as you age ， 
and in many cases lead to hearing loss. 

Silence is now music to my ears. 

I tried everything from hearing aid sound generators lo 
ginkgo biLoba, zinc and magnesium mineral doses to 
bio feedback. Some of these things helped reduce the 
ringing, but nothing worked short of expensive, risky 
surgery. Not until I discovered the active all-natural ingre¬ 
dients of my new product Quietus, the ringing in my ear for 
years was finally silenced. 


"STOP the ringing, CALM the hissing. 

Let peace & mentai clarity begin,” 

Just one small tab twice a day unleashes an exclusive 
proprietary blend of ingredients, including the same 
select herbs FDA compliant as Homeopathic Phamia- 
copoeia of the US. Quietus uses scientifically advanced 
technology that supports the body's own healing 
mechanism that cancels out symptoms such as roaring, 
buzzing & whizzing, and supports heaUhy limctioning 
in the cochlea and auditory nGTvm...safety & naturally. 

- The Choice is Clear for Quiet Relief - 


Ouietys 

Ginkgo 

Bibba 

Minerals: 

Zinc/Mag, 

Hearing 

Aids 

Bio 

Feedback 
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Therapy 

Surgery 
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No other treatment that I know of matches the relief 
that Quietus provides with effectiveness, speed and 
convenience* With Quietus, the ringing stops and the 
comfortable silence will peacefully lull you to sleep at 
bedtime. When the ringing stops, remembering 
peopled names becomes easier. Mental clarity becomes 
your calling card. Intense focus becomes your edge … 



BERNARD - CREATOR, DRUMMER, 


Special limited promotion 


Quietus is not available in stores. Quietus is for 
personal use only. To protect it’s proprietary formula, as 
well as your risk free trial. Quietus is by special 
request directly from our lab. I am so confident 
in the advanced technology of Quietus and 1 
want you to experience the same life- altering 
relief I did when first taking Quietus that you 
receive a special 30-day RISK-FREE trial 
by calling us direct! Ask how to receive a FREE Supply 
with your order. 

1 - 800 - 640-4302 

^Shipping and handling noo-refundable. vvww.QuietRe 1 ief.com 
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BOOKS ! BY HARDY GREEN 


Of Meltdowns ， Moguls，and Mad Ave. 

The year’s best books take on the Great Recession, the reasons we work, and more 





So you think TV and magazines practice herd journalism? Take a look 
at book publishing's copycat ways. For every The Lost Symbol and 
Freakonomics, there are scores of wannabe volumes conjuring up 
mysterious conspiracies and demystifying economic phenomena. The 
number of Malcolm Gladwell doppelgangers seems to grow yearly* 


It’s hardly a wonder, then, that the 
financial meltdown prompted a dozen 
or more titles, recapitulating devel¬ 
opments in a variety of ways* Among 
the best is House of Cards: A Tale of 
Hubris and Wretched Excess on Wail 
Street (Doubleday) by financial writer 


William D. Cohan. The page-turner 
documents how Bear Stearns, once the 
Street’s preeminent bond shop T flamed 
out and had to sell itself to JPMorgan 
Chase for a pittance. The firm had 
ridden the housing boom with arcane 
mortgage-backed securities, but its 


C-suite had shockingly little idea of its 
exposure to the toxic stuff, says Cohan. 
In the end, Bear earned billions setting 
the stage for the world to lose trillions. 

You say you Ve had enough of Wall 
Street’s trauma ward? Well, Vm just 
getting started^ but there are plenty of 
other topics in Business annual 

list of the year’s top business books. 

Perhaps the most comprehensive of 
the meltdown books is Nevj York Times 
columnist Andrew Ross Sorkin’s Too 
Big to Fail: The Inside Story of How 
Wall Stree t and Washington Fought 


NVZV—IKVHOZ 
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BUSINESS VrEWS 


lo Save the Financial System—and 
Themselves (Viking). The account 
begins days after the Besi Steams 
purchase and ends shortly after the 
government decided to inject tens of 
billions into the big banks in order to 
save the system. This volume will ap¬ 
peal to a broad audience owing to its 
quirky details and little-known stones. 
The New Yorker writer John Cassidy 
says his How Markets Fail: The Logic 
of Economic Calamities {Farrar, 
Straus & Giroux} examines the rise and 
fall of free-market ideology. In contrast 
to “Utopians” who he says advocate 
rigid and unquestioning devotion” to 
self-interest and competition, Cassidy 
favors what he calls “reality-based 
economics — including the work of 
lohn Maynard Keynes. Said reviewer 
Christopher Farrell: The “ambitious” 
volume “brings ideas alive/ 1 
Another book that emphasizes the 
role of human actions, and human 
frailty^ is False Economy: A Surpris¬ 
ing Economic History of the World 
(Riverhead) byPinanriai Times world 
trade editor Alan Beattie, Roaming 


freely through the corridors of history, 
Beattie spots economic distortions 
caused by misguided trade pacts and 
greedy interest groups. He also discov¬ 
ers economic triumphs despite such 
presumed barriers as corruption or reli¬ 
gious tradition. Fake Economy is Med 
with insights，said reviewer Jack Ewing. 

A more ground-level view of hu¬ 
man enterprise can be found in The 
Pleasures and Sorrows of Work 
(Pantheon) by Alain De Bo t ton, a writer 



of wide-ranging interests* In a photo- 
ioaded work, De Botton surveys a 
variety of jobs—career counseling, tuna 
fishing, even rocket science—and offers 
various musings, “When does a job feel 
meaningful?^ he asks. “Whenever it 
allows ns to generate delight or reduce 
suffering in others.” The author finds 
both liiunor and grief in out labors, 

ADS, OIL, AND VODKA 

It was a good year for biography and 
business history. The King of Madison 
Avenue: David Ogilvy and the Mak¬ 
ing of Modem Advertising (Pdgrave 
Macmillan), by former adman Ken¬ 
neth Roman，is an entertaining portrait 
of the legendary 
figure behind Ogiivy 
& Mather, Ogilvy 
drew nmny key life 
lessons from the 
odd jobs (soils -chef, 
door-to-door sales¬ 
man) he performed 
in his twenties. These 
contrasted sharply with his late -life 
baronial lifestyle. Ogilvy is best remem¬ 
bered for his ad coups, including the 
eyepatch-wearing Hathaway shirt maxi. 

The Big Rich: The Rise and FaO 
of the Greatest Texas Oil Fortunes 
(Penguin Press) elegantly interweaves 
the stories of four petroleum barons of 
the Lone Star State: Roy Cullen, Clint 
Murchison, Sid Richardson, andH 上 
Hunt. Author Bryan Burrough offers 
particularly compelling accounts of 


One book defines work as meaningful 
“whenever it allows us to generate 
delight or reduce suffering in others” 


Cullen, the fifth-grade dropout who 
became the richest nianiii the ILS” and 
Hunt, the onetime professional poker 
player who gained fame bankrolling 
right-wing political causes. All benefit¬ 
ed from what the author calls H among 
the greatest periods of wealth creation 
in American history^ 

Another tale of fierce determination 
and entrepreneurial drive is former 
staffer Linda Himel- 
stein's The King of Vodka: The Story 
of Pyotr Smirnov and the Upheaval 
of an Empire (Harper), Smirnov, 
who began his enterprise in 1864, not 
only invented Ills own recipes but also 
proved a skilled marketer- By 1886 he 
had become the official vodka pur¬ 
veyor to the Tsar. After the Bolsheviks 
nationalized the outfit, the brand was 
reborn in 1920s Europe and later in the 
thanks to emigre Smirnovs who 
inherited the family’s go-getter genes* 
Robert Skidelsky^s Keynes: The 
Return of the Master (Public Affairs) 
makes a strong case for rereading one of 
the seminal figures of modern macro¬ 
economics. A key Keynesian concept 
is that the future is impredictable, but 
there will certainly be economic shocks, 
Keynes felt, and the system must 
include mechanisms that cm respond 
Keynes also emphasized the connection 
between economics and an ethical life. 
Finally, veteran Neu; Yorfeer writer 
Ken Auletta's Googled: The End of the 
World As We Know It (Penguin Press) 
is a deeply reported profile of the search 
powerhouse. Google’s engineering- 
focused culture, says the author, is both 
its greatest strength and its Achilles’ 
heel: Having the best search teclinology 
has let Google dominate the search-ad 
market, but it may have made it insen¬ 
sitive to criticism. Auletta concludes: 
“If Google maintains its deposit of 
public trust … and if it stays humble 
and moves with the swiftness of a fox, it 
will be difficult to catchy >9W- 
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_ nes _i Marketplace — 

For Ad Rales and Information Phone: (312) 464-0500 * Email: MMilIer@classifiediiiG.com 


Business Services 



Watches 



RUFUS U 


BOTTA SOLUS US$550 

One hand, Slim, THanium 


UNUSUAL 


EUROPEAN 


TIMEPIECES 


www ，「 ufuslin*com 

Free catalog; 1-866-75-RUFUS 


Holiday Gifts 

Gift Fruit Groves 

Oranges are the gift that 
eveiyooe likes the best! 

8 (K)- 849-7952 or 
GiftFVuItGiDvesxom 


Marketplace Advertisers 


The BusinessWeek 
Marketplace,. Jt Works! 

■ Advertise in the Business Week 
Marketplace and reach over 
4,7 mi It ton responsive readers, 

_ Reaching more business 
professionals than any other 
business magazine... 

312 - 464-0500 

MMiller@cEassiftedinc.com 

(For custom&r s&rvic&/subscription 
Catl 800-&35-1200) 


Business Services 


SOURCING SERVICE 
TO CHINA 

(David Chang, CPA 20 yrs exp&fi&nc&) 

Licensing, Liaison office set-up, Import/ 
Export, Production. Shipping (door-to- 
door), Joint venture audit Specialize ： 
Project funding, Projec! feasibility study, 
Funding solicitation. Scrap meiat export: 
Steel, Copper #2 {Bfrch), Insulated wire, 
Brass (Honey) 

davidchangcpa@yahoo.com 

www.davfdchangcpa.com 

No phone catis r ptease. 


Food/Beverage Deveiopment 


lYmhict Dexclopmcnt thr 
Eun>[>cmi Food Sector 



Business Services 


NEED A BUSINESS PLAN TO LAUNCH, 
ACQUIRE OR EXPAND A BUSINESS? 

Stilttnmi Ucotge is an Inve^tmctii Bunking Services Company wilh 
more \hm S5-ycar» eKp^hcnce in ciurepren«urial ftnunas and 
enterprise development. Our litstiuitional Plans have ratMJd 

in equity sitid debi funding for our diems 
worldwide. For more mfomiiiiofu call us tod^yf 



1.800.270.3954 

www .sii] Imaogeorgc .com 




Timeshares 


UMESHARES 

60-80% Off Retail! 

Best Resorts & Seasons 
Call for Free Catalog! 

1^800-941-2054 

www.lioIidaygroup.com/bw 


Employee Leasing 


Discover How to Totally 
Eliminate Your Workers' 
Compensation Liabilities 

* No More Workers' Comp 

-Zero Workers' Comp Claims 

* HR Headaches Elimmated 

- Affordable Employee Benefits 

www.PE07.com 


Exercise Equipment 


EXERCISE 

IN EXACTLY 
4 MINUTES 

PER DAY 


RENTA QUICKGYM FOR 30 DAYS. 

RENTAL APPLIES TO PURCHASE. 


818.504.6450 

ww.quickgyminfo.com 
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078 FEEDBACK 


How to reach Business Week relationsfiip with llie subject of Iheir electronic and print editions. E-mail: and Business Week Top News, 


LETTERS FOR FEEDBACK 
We prefer to receive letters via 
e-mail f without attachments. Writers 
should disclose any connection or 


comments. All letters must inclitde 
an address and daytime and eve¬ 
ning phone numbers. We reserve 
the right to edit letters for clarity 
and space and to use them in aM 


bwreader@ busin essweek.com 
Fax: (212) 512-6458 

BUSINESSWEEK.COM 
The ful texts of BusinessWeek 


as well Business Week archives 

starting in 1991, are available on 
the Web al bus i nessweeltcom 
and on America Online at 
key word BW 


WALL STREET 


BULLDOZING CITY BUDGETS? 


When a transaction with Wall Street blows up at great cost to public entities T 
who ? s to blame? The answer depends on whether you see municipalities and 
nonprofits as less sophisticated than the big banks. Readers of “Wall Street vs. 
America" (In Depth ， Nov, 30) dukedit out online and e-mailed. Some said local 
officials were the dupes of conniving bankers. Many others argued that public 
officials should have been aware of the risks. -Theo Francis 


Atrocious behavior by those 
who already made fortunes 
selling bad mortgage- 
backed securities …. Now 

they raise credit- __ 

card rates on 
even those with 
great credit and 
stick it to cities 
like Detroit when 
they axe down. 

Screen name: 

Robert Squires 


and finance people advising 
them - The bet went out of 
their favor ， that’s all. 

Screen name: Mark-Anthony 


BusinessWeek 


WALLET. 


One more 
example of how the same 
people who torpedoed 
the economy in the first 
place are now plundering 
bankrupt cities，forcing 
draconian cuts in human 
services in order to rake in 
their obscene profits. 

Screen name: Winston Rockwell 

No one has been suckered 
by Wall Street.,,* City of¬ 
ficials weren’t pulled into 
a back room and forced to 
sign something without 
reading it* People forget 
liow much due diligence it 
takes to hammer out these 
deals. The city had lawyers 



Tills is out- 
rageous, but it T s 
notall on Wall 
Street. Who 
were the boards, 
executive direc¬ 
tors, and CFOs 
buying these 
^investments^? 
One of the basic 
tenets of investing is to buy 
what you understand. What 
induced these people to buy 
except laziness and greed? 
The taxpayers need to 
wrestle Wall Street legally 
on these matters* 

John Bacon Jr. 

ST. CHARLES, ILL. 

Wall Street isn't innocent 
here. But our pension, util¬ 
ity, transit, and governmen¬ 
tal players are as culpable, if 
not more. Having gambled 
away the house, they now 
want us to believe they were 
the victims of some fraiid. 
Screen nama: Jack Heismam 


CAP AND TRADE 


HOW CARBON OFFSETS 
WORK IW CALIFORNIA 

“A Big Loophole in Cap 
and Trade ” {What T s Next ， 
Nov. 30} reported that the 
sale of carbon offsets from 
the Conservation Fundi 
California forest lands rep¬ 
resents duplicate payment 
for previous commitments 
to preserve trees/In fact, the 
loans associated with the 
purchase of these properties 
expressly allow the fund to 
harvest timber to help cover 
debt service and operating 
expenses. 

The fund has harvested 
about 47% less than the 
total allowable amount’ 
even as timber prices have 
fallen—a reduction that's 
possible only because of the 
carbon offset revenues, 

Chris Kelly 

California Program Director 
The Conservation Fund 

LARKSPUR, CAUR 


The story failed to note that 
California’s carbon offset 
protocol is tougher than 


the state’s stringent state 
forestry regulations. We at 
Sierra Pacific must submit 
a binding 100-year com* 
mitment to carbon offset 
projects—with deed restric¬ 
tions to protect the forests — 
and invest millions to assure 
we are meeting or exceeding 
our carbon commitment. Ail 
this must be independently 
verified. Only then can an 
offset sale be made. 

Mark Pawlicki 

Director of Government Affairs 
Sierra Pacific Industries 

REDDING, CALIF. 

F[»ANCIAL REGULATION 

SARBANES-OXLEY: 

COSTLY AMD INEFFECTIVE 

Regarding “These Men 
Could Kill SarbOx” (In 
Depth, Nov* 30): I hope 
SarbOx Ls elirainated. It 
certainly didn^t help control 
Bear Stearns, Lehman, and 
numerous failed banks. If 
the Public Company Ac¬ 
counting Oversight Board 
cannot prevent financial 
collapses of that magnitude, 
why should public corpora¬ 
tions have to spend millions 
of dollars to adhere to use¬ 
less “control” mechanisms? 
Joseph D'Agostin 

NORWALK, CONN. 


CORRECTIONS & 
CLARIFICATiOKS 

41 Can Roche Leave Genen- 
tech Atone? fl (What’s Next, 
Dec. 7) misspelled the name 
of a Roche senior executive 
who was key to the integration 
of the two companies. He is 
Pascal Soriot. 
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Tell Me a Story, Intel 


For the blind or visually impaired, its Reader could be as big a boon as braille 



The Intel Reader 
combines a 
diktat camera, 
OCR, and speech 
synthesis 


Great advances in digital technology shower all kinds of benefits on 
society—among them, life-altering opportunities for people with 
disabilities. Innovations of this order range from digital hearing aids 
and cocliieai implants to computerized prosthetic limbs. Unfortu¬ 
nately, such products are often relegated to a ghetto known as 

“assistive technology" where high 
prices and limited distribution place 
them beyond the reach of many people 
who might benefit. 

Intel is trying to change that as part 
of a major corporate push into health 
care. Its new Digital Health Group has 
just come out with a remarkable prod¬ 
uct, the Intel Reader, designed to make 
printed matter accessible to millions 
of people who find reading difficult or 
impossibie } either because of vision 
problems or learning disabilities such 
as dyslexia. 

The Intel Reader succeeds because 
it does such a good job of integrating 
three well-established technologies. It 
uses a digital camera to capture printed 
material, optical character recognition 
to convert print to computer-readable 
text, and speech synthesis to turn 
the text into comprehensible spoken 
language. 

The Reader is a 1,4 - pound unit 
about the size and shape of a paper¬ 
back. It is designed from the ground 
up for use by the visually impaired. All 
menus are presented in both spoken 
and visual form—displayed on a 4.3 - 
inch black-and-white screen that can 
magnify type up to about an inch tall. 

The buttons that control functions are 
large and easily distinguished by their 
shape and placement. At $1,500, the 
Reader is expensive by consumer-dec- 



The speech is surprisingly good. The 
voice is robotic, but with generally correct 
pronunciation and good inflection 


tronics standards, but relatively cheap 
for the assistive technology market T 
where low volumes keep prices high* 
The primary way to get content into 
the Reader is by photographing pages 
using the buiit-in 5-megapixel camera 
and flash. A copy stand called the 
Portable Capture Station {$400) makes 
it relatively fast and easy to scan large 
volumes of text, especially from books. 
As soon as the words are captured T 
the Reader begins the text conversion j 
and you can have it start reading aloud 
while the conversion 
is still in progress. A 
USB port lets you im¬ 
port any text file—for 
example, books from 
Project Gutenberg, 
a community - based 


project that makes texts in the public 
domain available for free download. 

The text-to-speech synthesis is sur¬ 
prisingly good. The voice is robotic, but 
with generally correct prommciation 
and good inflection* Yon can set the 
reading speed as high as 500 words per 
minute. I found anything faster than 
250 incomprehensible, but a listener’s 
ability to understand very rapid speech 
improves with experience. 

Scanning in printed material also 
requires some practice. Although the 
software is supposed to compensate for 
t±Le curve of pages at the binding^ you 
must learn how to position the camera 
properly, even if you are using the copy 
stand. The simpler the book’s format¬ 
ting, the more likely the process is to 
succeed. Footnotes, for example, can 
confuse the Reader, and technical rm- 
terial’ such as mathematics 
notation, tends to produce 
garble rather than formulas. 
(Intel says this is a failing of 
the OCR software*) 

Despite the limitations 
and its steep price r the 
Reader is an important step 
toward making adaptive technology 
more accessible. Lers hope it is the 
first of many* ibwi 

This column marks my farewell to 
Tech dr You after 15 years. Ileft Busi¬ 
nessWeek on Dec, 1 ijpon the maga¬ 
zine^ acquisition by Bloomberg. It has 
been a wonderful ride, but it is time for 
me to move on. I will especially miss the 
?nanj7 contacts I have had with readers 
over the years r and I would love to hear 
from any of you at steve@wildstrom. 
com. For news ofmy next move, please 
follow swildstromat Twitter. 
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Finally, a storage solution that doesn't force you to choose either cost efficienc: 


or improved business performance. NetApp's uncompromising approach to storage 


and data management can both lower IT costs and help to bolster your company’s 

competitiveness. Find out how storage efficiency without compromise can help your 
company go further, faster Visit netapp.com/and today. 
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There are times when you just want to speak to a real, live person 
about your money. And at Ally Bank you can, anytime, 24/7. You just 
push “0” to speak to a real person. It’s that easy. No complicated 
phone trees to navigate and no repeating yourself three times to a 
robot. We even publish our current wait times on our website, 

It'S just the right thing to do, 

oily 

Straightforward. 




